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More Than 50 Years of 
Fiduciary Experience in 
Massachusetts 


Every Estate and Trust in the care of this Company 
as Executor and Trustee receives the full benefits of 
well over half a century of fiduciary experience in 
this State, during which time many hundreds of 
Estates have been efficiently settled and many hun- 
dreds of Trusts satisfactorily managed. This is our 
principal business. 


Individuals and corporations requiring the services 
of an institution of this kind are cordially invited to 
_ correspond with the President or other officers of 
> this Company. 
: Charles E. Rogerson, President 
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Head Office: 7, WATER STREET, LIVERPOOL. 
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The Bank has over 570 offices, and Agents in 
all the principal towns at home and abroad. 


All descriptions of Banking, Trustee and Foreign Exchange 
Business transacted. The Bank is prepared to act as 
Registrar for Public and Corporate Bodies. 
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ALANCE your budget” is the recommendation for 1932 
of CoLonEL Lreonarp P. Ayres, vice-president of the 
Cleveland Trust Company. Colonel Ayres believes that 
operating budgets must be balanced by “coaxing up” 

income and “paring down” expense. “This policy,” he says, “is 
the valid objective for the national government, the state, the 
municipality, the corporation, the church, the club, and the family.” 
“Prosperity will return,” he writes, “when millions of individual 
men and women resolutely grapple with existing conditions and 
use them as a foundation from which to build for the future.” 


Colonel Ayres’ very sound advice will be found on page 26 of 
this issue. 


Never before has there been greater need for banks to study the 
problem of their public relations. Banks need as never before 
the confidence and understanding loyalty of their public. This 
confidence does not just grow. It must be fostered and cultivated. 
This is the job of the bank’s advertising and publicity departments. 


How effectively is this department doing its job in these trying 
times? Carrott DEAN Morpny asks and answers this question 
in a challenging article in this issue which begins on page 18. His 


heading tells his story “—and the charge is . . . . ‘Negligence in 
Public Relations.’ ” 


AND ANOTHER article which also concerns this important problem 
of public relations is contributed to this issue by Eucrenr H. 
Burris and begins on page 49. This is the first of a series of 
articles on “The Evolution of Bank Statements.” After a careful 
survey in which Mr. Burris has interviewed over 100 bankers he 
has come to the conclusion that banks can restore public confidence 
only by educating the public to a clearer understanding of bank 
statements. Most banks are more liquid today than ever before 
and yet the public has not been made to appreciate that fact. 
He advocates some innovations in presenting bank statements so 


as to show by graphic presentation the elements of the bank’s 
strength and liquidity. 


“WHILE it may be surprising it is nevertheless a fact that the 

great majority of security-owners are not familiar with the advan- 

tages available to them through the custodian services of banks.” — 
{Continued on page xiv] 
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{Continued from page x1] 


So states Rosert H. Loomis of Loomis, Sayles & Company, Inc., 
in an article on “The Custodian Service of Banks” which begins 
on page 27 of this issue. Mr. Loomis believes that the banks 
should make greater efforts to educate the investing public to the 


many advantages of placing their securities with the custodian 
departments of banks. 


“THE public, weary and worn by depression and shrinkage in 
their investments, fearful lest they commit further errors of judg- 
ment, and confused by rumors and irresponsible propaganda, are 
turning to the responsible trust companies for refuge. Having 
been tossed about in the storm of speculation, they now seek the 
harbor of safety and responsibility.” . . . This is an extract from 
an article entitled “Why the Living Trust?” by Rosertr G. 
STEPHENS, vice-president of the Central Hanover Bank & Trust 
Company, New York. As the title implies, Mr. Stephens presents 
the arguments in favor of the living trust to conserve property 
and relieve holders of worry and responsibility. 


“ONE serious drawback to the expansion of trust company service 
has been that, as at present constituted, it is in practice available 
only to persons of large or moderate means. If it is to have the 
meaning and influence in this country which we all hope for and 
look forward to, it must be extended to the small investor.”—So 
writes GEorGE C. Barcuay, assistant vice-president of the City 
Bank Farmers Trust Company, New York, in an article beginning 
on page 35. Mr. Barclay explains a plan of co-mingling funds 
for investment which gives to the small investor the advantages 
of trust company service. 


A very fundamental and widely accepted principle of banking 
is the requirement of a deposit balance in proportion to the loan. 
For a bank not to make this requirement is not only unfair to its 
customers, but it is also a reflection on the management of the 
bank. This is the opinion of Joun A. Hann, comptroller of the 
First National Bank of Birmingham, Ala., expressed in an article 
on “compensating balances” which begins on page 41 of this issue. 


“To a clever accounting mind there is offered an attractive oppor- 
tunity for service in the analysis of a bank’s business, in making 
comparisons of earnings and of costs of operations, and in doing 
it in such a way as will distinguish between items on both sides of 
the account that are more or less fixed or determinable, and those 
which are in a degree responsive to managerial influence.” These 
words are taken from an article on “The Bank Comptroller’s Job” 
by JosepH E. Sterrett which begins on page 45 of this issue. 
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Editorial Comment 
THE NEW YEAR 


HETHER the mere passing 

\X / from one year into another is 
an event justifying the impor- 

tance usually attached to it may well be 
questioned. We now write 1932 in- 
stead of 1931. But this change in the 
date finds things much as they were in 
the disreputable year that has just taken 
its departure amid groans and cursing. 
Truly 1931 is deserving of all the ob- 
jurgations and execrations heaped upon 
it. The year’s record was a bad one. 
Still, Mark Tapley might point out that 
we had good crops and exemption from 
plague and pestilence. But millions 


have been and are still unemployed. 
Trade has been far from prosperous. 


Bank and commercial failures have been 
numerous. Britain is off the gold stand- 
ard. European: nations are verging on 
economic collapse. It is unnecessary to 
use any more black in painting the pic- 
ture. If, as Epictetus remarked, “diff- 
culties show what men are,” may be ac- 
cepted as true, what a fine opportunity 
people now have to show the metal of 
which they are made! It is believed that 
our own people are already giving evi- 
dence that they are not weaklings. Our 
banking interests are acting unitedly. 
And there appears a disposition among 
nations to co-operate. In this direction 
lies the hope that 1932 must be better 
than its disreputable predecessor. 


THE STATE OF THE FINANCES 


HE Annual Report of the Secre- 
tary of the Treasury on the state 


of the finances contains informa- 
tion that is not altogether new—since 
the deficit of revenue has long been 
known—but which is nevertheless 


worthy of careful study. Here is the 
situation as expressed in figures, show- 
ing the annual deficit of receipts over 
expenditures: 1931, $902,716,845; 1932, 
$2,122,683,685; 1933, $1,416,949,448. 

Concerning the state of affairs which 
these figures reveal, the Secretary of the 
Treasury says: 


“Existing conditions make the task of 
forecasting tax receipts over a consider- 
able period of time one of unusual diffi- 
culty. In making forecasts of revenue 
it has been assumed that in the calendar 
year 1932 there will be definite improve- 
ment in the general conditions of indus- 
try and trade. The full effect of the 
improvement is not apparent, however, 
in the estimated receipts. The delay in 
improvement in receipts results partly 
from the fact that income tax collections 
on 1932 incomes will not be included in 
receipts until the last half of the fiscal 
year 1933, and partly from the fact 
that in the initial stages of recovery in- 
creased income, particularly of corpora- 
tions, will be reduced by the deduction 
of losses which under the law may be 
carried forward from prior years. 

“The present estimate of total receipts 
for the fiscal year 1932 (general, special, 
and trust funds combined) is $2,359,- 
000,000, as compared with actual re- 
ceipts of $3,317,000,000 for the fiscal 
year 1931. The indicated decline is to 
be accounted for largely by a decrease 
of $720,000,000 in income taxes, which 
in the fiscal year 1932 will be collected 
on the reduced incomes of the calendar 
years 1930 and 1931, and by a decrease 
in receipts from foreign governments, 
due to the fact that about $253,000,000 
due in the fiscal year 1932 has been 


omitted from receipts in accordance with 


1 





THE BANKERS MAGAZINE 


the proposed postponement of such pay- 
ments. 

“The deficits for the three fiscal years 
are primarily due to the depression. Re- 
ceipts from income taxes, in recent years 
the principal element of Federal revenue, 
were abruptly reduced in 1931. Collec- 
tions to date of current corporation and 
individual income taxes indicate that re- 
ceipts from these sources during the 
calendar year 1931 will be about half as 
large as in either 1929 or 1930. Con- 
ditions prevailing during 1931, which 
will be reflected in income tax collections 
for the calendar year 1932 and conse- 
quently in the budgets for both the fiscal 
years 1932 and 1933, indicate still 
further drastic reductions in incomes and 
in income tax collections. The decreased 
business activity has also resulted in 
marked reductions in receipts from other 
sources of revenue. For the fiscal years 


1932 and 1933 average receipts from all 
taxes, including customs, are estimated 
at about $2,131,000,000 as compared 
with average receipts in the two fiscal 


years 1929 and 1930 of about $3,583,- 
000,000. 

“The foregoing estimates show deficits 
for the fiscal years 1932 and 1933 in the 
amounts of $2,123,000,000 and $1,417,- 
000,000, respectively. The estimated 
expenditures include for the retirement 
of debt in accordance with the provi- 
sions of the sinking fund and other 
statutory requirements, $412,000,000 for 
1932 and $497,000,000 for 1933. In 
the absence of other provisions, the 
amounts of deficits must be financed 
through borrowing. For the three-year 
period 1931-33 the gross deficits aggre- 
gate approximately $4,440,000,000 and 
the indicated increase in the public debt 
approximates $3,250,000,000. Such a 
financial situation calls for immediate 
remedy, notwithstanding the fact that 
the rapid retirement of our public debt 
throughout a decade of plenty may be 
considered to have created something in 
the nature of a reserve upon which we 
are justified in drawing during lean 
years. 

“If the public credit is to be main- 


tained, there are certain basic principles 
that must be observed in the conduct of 
national finances. First, the sinking 
fund assigned to gradual retirement of 
the public debt must be maintained, and 
even when of necessity the public debt 
is increasing the regular sinking fund 
appropriations must be accepted in the 
accounts of the Government as fixed 
charges against Federal revenues. Sec- 
ond, over a period of years revenues 
must be equal to expenditures. Defi- 
ciency in revenue for a time may be in- 
evitable, owing to operation of the 
emergency conditions, but must not be 
allowed to continue. Observance of 
these principles in the conduct of our 
Federal finances requires, in addition to 
continued effort to reduce expenditures, 
a very substantial increase in the rev- 
enues through taxation. For 1932 a 
large deficit is inevitable and, notwith- 
standing such improvement in trade and 
industry as may be anticipated, addi- 
tion to the public debt in the fiscal year 
1933 cannot be avoided without such 
additional taxation.” 


To meet these large deficits the Secre- 
tary proposes the following changes in 
the income, corporation and estate taxes: 


“Individual income tax.—The normal 
rates to be fixed at 2, 4, and 6 per cent.; 
surtax rates at 1 per cent., beginning 
with incomes over $10,000, graduated 
up to 37 per cent. on incomes between 
$100,000 and $200,000, and reaching 40 
per cent. on incomes in excess of $500,- 
000 as compared with the present maxi- 
mum rate of 20 per cent. on incomes in 
excess of $100,000. Personal exemp- 
tions to be fixed at $1000 and $2500 
with a credit of $400 for each depen- 
dent. The earned income provisions of 
the revenue act of 1928 permitting 
larger deductions in respect of earned 
income than were permitted by the act 
of 1924 should, in my opinion, be con- 
tinued. 

“Corporation income tax.—The rates 
to be increased from the present 12 per 
cent. to 12Y% per cent. 

“In addition I recommend that the 
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exemption of $3000, at present provided 
for domestic corporations with net in- 
comes of $25,000 or less, be eliminated. 

“Miscellaneous taxes.—I recommend 
that additional revenue be provided from 
the following sources: An increase of 
one-sixth in the present rates on tobacco 
manufactures and products except 
cigars; an increase of 1 cent in the exist- 
ing stamp tax upon sales or transfers of 
capital stock; extension of the present 
tax on admissions through the reduction 
of the present exemption to 10 cents; a 
tax on manufacturers’ sales of automo- 
biles, trucks, and accessories at 5, 3, and 
2% per cent., respectively; a stamp tax 
on conveyances of realty of 50 cents for 
each $500 of value in excess of $100; a 
tax of 5 per cent. on manufacturers’ 
sales of radio and phonograph equip- 
ment and accessories; a stamp tax of 2 
cents on each check and draft; and a tax 
on telephone, telegraph, cable, and radio 
messages of 5 cents for charges in the 
amount of 14 to 50 cents, and 10 cents 
for charges in amounts in excess of 50 
cents. 

“Estate taxes.—I have frequently ex- 
pressed my opposition in principle to the 
levying of excessive taxes on estates of 
decedents. Notwithstanding the views 
which I have expressed, I believe that in 
the existing emergency estates should 
contribute some additional revenue to 
the Government. 

“The Congress drastically increased 
rates in the 1924 act but evidently felt 
that this action was unwise, since in 
1926 the increases were repealed retro- 
actively. I therefore recommend that 
the present rates and exemptions be re- 
vised to correspond to those effective 
under the revenue act of 1921. That 
act provided for the taxation of net 
estates at rates graduated from 1 per 
cent. on the first $50,000 up to 25 per 
cent. on amounts in excess of $10,000,- 
000. Except for the high rates pro- 
vided by the revenue act of 1924, which 
were never actually operative, the pro- 
posed maximum rate of 25 per cent. is 
the highest previously in effect. 

“In order to avoid the undesirable re- 


sult of automatic increase in state levies 
on estates in certain states in which such 
taxes are based on the present Federal 
rates, it is proposed that the increase be 
effected by means of a supertax to be 
imposed in addition to present rates, 
with no deduction from this supertax for 
state taxes paid. Under such an arrange- 
ment amounts of state taxes paid would 
continue to be allowed as credits against 
the Federal tax as provided under the 
present law, up to 80 per cent. of the 
latter tax, but the entire proceeds of the 
proposed supertax would be retained by 
the Federal Government. Additional 
collections from this source are estimated 
at about $11,000,000 for the last half of 
the fiscal year 1933 and about $22,000,- 
000 for the full calendar year 1933. The 
estimated amount to be added to the 
Federal revenue in 1933 by the proposed 
supertax represents approximately 50 
per cent. of the estimated collections 
(after deduction of credits) under the 
present law.” 


As a further bit of unwelcome news, 
the Secretary of the Treasury points out 
that there will be a deficit of upwards of 
$150,000,000 in postal revenues for the 
fiscal year 1932, and recommends tat 
postal rates be increased. 

Estimating that these increased taxes, 
if made effective January 1, 1932, would 
increase revenues in the fiscal year 1932 
by about $390,000,000, and in the fiscal 
year 1933 by about $920,000,000, the 
Secretary still finds that, after the pro- 
vision of this additional revenue, the 
deficit for 1932 would be $1,733,000,000 
and for 1933 $497,000,000. 

After dealing with revenues, expendi- 
tures and increased taxation the Secre- 
tary has the following to say about 
economy: 


“Government expenditures. — In- 
creased taxes must be accompanied by a 
vigorous and continued effort to reduce 
expenditures in so far as it may be con- 
sistent with the conduct of essential gov- 
ernmental activities on an efficient basis. 
The effort which has resulted in a re- 
duction of about $370,000,000 in the 
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estimated expenditures for 1933 as com- 
pared with 1932 must be continued. 
Additional expenditures for objects in 
themselves most meritorious should be 
judged in the light of the further burden 
which they would place upon the 
economy of the nation and upon the 
public credit at a time of unusual difh- 
culty. 

“The taxpayer is asked to assume a 
large additional burden. He is entitled 
to know that the Government on its part 
is so conducting its business as not to 
demand of him anything more than is 
actually necessary. The Government is 
not an entity apart from the life of the 
people and it has no money to spend ex- 
cept what it gets from the pockets of 
the people. The Treasury cannot of it- 
self create funds. Whatever it spends 
must be obtained either through taxa- 
tion or through the sale of Government 
securities, and the securities in the end 
must be redeemed by taxes. There is a 
limit to the extent to which the Govern- 
ment, under our social and economic 
structure, may wisely divert funds from 
private employment to governmental use. 
When we take into consideration the 
mounting burden of state and local 
taxes, it is no exaggeration to say that 
we are approaching that limit.” 

1! i 1 


When capital will no longer engage 
in enterprise because the profits are ab- 
sorbed in taxation, or if capital migrates 
from a country where taxes are exces- 
sive, the ability to enlarge revenues by 
increased levies will prove disappoint- 


ing. As Secretary Mellon says, we are 
approaching the limit where it is wise to 
divert funds from private employment to 
governmental use. 


RESERVES OF MEMBER BANKS 


HE report of the committee on 
bank reserves of the Federal Re- 
serve System, recently published, 
will no doubt lead to a general consid- 
eration of the bank reserve problem. 
This problem has two aspects. From the 


banking standpoint it is looked on 


merely as a matter of how much cash or 
credit must be maintained in order to 
meet legal requirements or to provide 
for current or contingent needs for cur- 
rency. From the economic standpoint 
it is considered not merely with relation 
to the cash requirements of any particu- 
lar bank, but as a governor regulating 
the amount of steam carried by the 
credit engine. This latter conception of 
a bank reserve no longer commands uni- 
versal acceptance. The new view is 
that, so far as relates to gold, there is no 
need to keep any reserves whatever, ex- 
cept such as may be held by the central 
bank for the purpose of meeting interna- 
tional demands. To this view the report 
under consideration does not subscribe. 
On the contrary, it says: 


“The most important function served 
by member bank reserve requirements is 
the control of credit.” 


And after describing the various 
forms under which overexpansion of 
credit takes place, the report goes on to 
state: 


“It is the function of reserve require- 
ments to restrain such overexpansion by 
making it necessary for banks to provide 
for additional reserves before they ex- 
pand their credit.” 


Here we have a clear recognition of 
the function of reserves as a regulator of 
credit. It constitutes a positive denial 
of a view now gaining ground, that 
banks need hold no reserves in propor- 
tion to their demand and sight liabilities. 

But the report of the committee con- 
fuses this function of reserves with the 
requirements of the banks for cash or till 
money. It seems to proceed on the as- 
sumption that they are the same thing. 
This appears plainly enough from the 
recommendation that not only credits at 
the Federal Reserve banks, but all kinds 
of money coined or issued under author- 
ity of the United States, be given legal 
status as vault reserves of member banks. 
This would include not only Federal 
Reserve notes but national bank notes 
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as well. For Federal Reserve notes as 
reserves a strong case is presented. They 
are a first lien on the assets of the issu- 
ing banks and are obligations of the 
United States. It might be added, in 
support of this view, that they are sup- 
ported by a higher percentage of gold 
reserve than are the deposits of the Fed- 
eral Reserve banks. The Federal Re- 
serve notes are, therefore, even more 
adequately secured than are the ordinary 
credits given member banks through re- 
discounting operations. This would seem 
to make them acceptable as a part of the 
vault reserves of member banks. 

The objection to counting Federal Re- 
serve notes as reserves of member banks 
—and admittedly it is largely theoretical 
under all the circumstances—is that this 
is building one credit upon another. But 
does not the same objection apply to all 
the reserves created by rediscounts and 
held by the Federal Reserve banks for 
the member banks? 

But if the objection to Federal Reserve 
notes as bank reserves is largely theo- 
retical, the objections to national bank 
notes rest upon more solid grounds. In 
the first place, their gold backing is less. 
They are, true enough, an indirect ob- 
ligation of the United States, since the 
Treasury assumes responsibility for their 
ultimate redemption out of the proceeds 
of the sale of United States bonds by 
which they are secured. There is a 
stronger objection to their use as re- 
serves, for such use would make it pos- 
sible for a bank to employ its own notes 
for this purpose, again building one 
credit upon another, and in this case its 
own credit. 

Now, if there is any validity in the 
view which the committee expresses, that 
“the most important function served by 
member bank reserve requirements is the 
control of credit,” is not this pyramiding 
of credit wrong in principle and infla- 
tionary in practice? 

On the principle laid down in the re- 
port there is a difference in the mere 
cash requirements, or till money, of a 
bank and the reserves that act as a regu- 
lator of credit. But while this distinc- 


tion is evidently recognized by the com- 
mittee, its implications are not followed 
in the report. 

Banks are required to pay their de- 
posits only in current funds, and for this 
purpose all the money issued under au- 
thority of the United States is available. 
The banks could pay in silver dollars if 
they so elected. To meet their cash re- 
quirements they need have only such 
forms of money as commonly circulate. 
In other words, the purely vault cash 
may well be money of any kind. 

Is the same true of the reserves which 
regulate credit? Ought the volume of 
one kind of credit be regulated by credit 
of another kind? Should a fresh credit 
be built on an existing credit—a process 
subject to almost endless repetition? 

These are questions of deep import 
which the committee did not inquire 
into. It could not properly do so, for 
any admission that Federal Reserve 
credits to member banks do not consti- 
tute a sound basis for further credit 
would upset the guiding principle of the 
Federal Reserve System. 

And yet, this matter is one for serious 
consideration, for there can be no doubt 
that the present system opens up a 
source of potential inflation which on 
more than one occasion has become 
actual and serious. 

There is in this country but one kind 
of real money, and that is gold. This 
statement rests upon the fact that all 
other forms of so-called “money” are by 
law convertible into gold. It follows 
that the thing to be converted is not the 
same as that into which it is convertible. 

Of this real money no member bank, 
many of them issuing credit on a large 
scale, is required by law to hold in its 
own vaults a single dollar as reserves. 
Nor would it be required to do so under 
the proposals made in this report. Its 
legal reserves, under the present law, 
must all be in the shape of credits at the 
Federal Reserve, which does hold against 
them a gold reserve of 35 per cent. 

What has been the result of this 
weakened reserve policy? Let the report 
of the committee furnish the answer: 
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“Between 1914 and 1931, the period 
covered by our present system of reserve 
requirements, total net deposits of mem- 
ber banks increased from $7,500,000,000 
to $32,000,000,000, or more than 300 
per cent. in less than two decades. Some 
of this increase reflects the accession of 
state banks to membership in the Fed- 
eral Reserve System, but the greater part 
reflects the expansion of member bank 
credit. While war financing and the 
huge inflow of gold which followed the 
war constituted the immediate driving 
force batk of much of this expansion, it 
was facilitated by a progressive reduc- 
tion in effective member bank require- 
ments for reserves. Thus, member banks 
actually hold at the present time about 
$2,900,000,000 of reserves against 
$32,000,000,000 of net deposits. This 
includes both the legal reserves which 
they hold with the Federal Reserve 
banks and cash which they hold in their 
vaults. If the vault cash reserve re- 
quirements of national banks prior to 
1914 had been retained in the Federal 
Reserve Act up to the present time, 
member banks would now be required 
to hold about $4,400,000,000 in reserves 
instead of $2,900,000,000. This means 
that in the aggregate total reserve re- 
quirements of member banks are now 
about 34 per cent. less in proportion to 
their deposits than they were before the 
Federal Reserve Act was passed.” 


Would not our banking system gain 
in strength if the banks in the great 
commercial and financial centers were 
required to hold at least one-half their 
reserves in gold in their own vaults? 
There is a common belief, even among 
banks, that gold would thus be locked 
up. But gold is only locked up when 
carried in the pocket or hoarded. Put 
into a bank its effectiveness as money is 
increased several times. Why should it 
be further diluted by lending it all to 
the Federal Reserve banks? 

This country has suffered terrific losses 
as a result of inflation. One source of 
that inflation has been our diminished 
bank reserves, as this report clearly 


points out. Why not face the situation 
by requiring more real money and less 
credit in our banking reserves? Credit 
may be a good secondary reserve. A 
bank’s primary reserve should be some- 
thing more substantial. It should be, in 
fact, real money—gold. 

The recommendations of the commit- 
tee are to discard the present classifica- 
tion of reserve cities, which no longer 
has any real meaning, and to put all 
banks under a single classification; to 
abolish the distinction between time and 
demand deposits; to require all banks to 
have a reserve of 5 per cent. against 
total net deposits, and 50 per cent. 
against daily average debits to deposit 
accounts. Member banks in the vicinity 
of Federal Reserve banks or branches 
are to deposit four-fifths of their reserves 
with their Federal Reserve bank, keeping 
one-fifth in their own vaults. All other 
member banks are to deposit two-fifths 
with the Federal Reserve, retaining 
three-fifths in their own vaults. There 
are other important provisions relating 
to the calculating of reserves and penal- 
ties for deficiency in reserves. 

The recommendation which will at- 
tract most attention is that which gradu- 
ates the reserve in proportion to the 
activity of deposit accounts. This pro- 
posal rests on the belief that if a higher 
reserve is required during periods of 
activity it will act as a check on credit 
expansion, and when the rate of turn- 
over declines lending will be stimulated, 
since reserve requirements will also de- 
cline. 

This report is a very thorough ex- 
amination of the present reserve require- 
ments for banks that belong to the Fed- 
eral Reserve System. The reconimenda- 
tions should arouse much interest among 
these banks. 


EQUALIZING THE BURDEN OF 
DEPRESSION 


HAT the hardships inevitably at- 
taching to a depression period are 
not equally distributed is indis- 
putable. Of course, it could not be ex- 
pected that all would suffer alike at such 















times. Some, because of inherited wealth 
or because they have themselves been 
able to save, are protected, while others 
lack such protection. 

A recent discussion of this subject 
laid much stress on the apparent dis- 
parity between the reduction in wage 
payments and an increase in corporate 
dividends. It was stated that while, in 
1930, the income of employes decreased 
by $10,000,000,000, the dividends of 
corporations increased by $600,000,000. 
And for the first eight months of 1931 
interest payments were $150,000,000 
greater than for the corresponding period 
of 1930. At the same time, it was 
stated, wages were cut down by about 
40 per cent. 

This critic evidently is under the il- 
lusion that an increase of interest pay- 
ments is a sign of added prosperity. But 
it is generally the reverse. Corporations 
are always concerned, when properly 
managed, by the size of their interest- 
bearing debt. It is an obligation that 
must be met, while dividends can be 
passed. 

As to the increase of dividends in 
1930, the amount is not so large when 
the number and size of the corporations 
are taken into account. The figures are 
made to appear startling in juxtaposition 
with the still larger decline in wages. 
But the figures are less impressive than 
they appear at first sight. Corporate 
dividends for a part of the year 1930 
were paid out of earnings for 1929, 
the earlier months of that year being 
highly prosperous. With large surplus 
funds accumulated in the prosperous 
times, many corporations did not im- 
mediately reduce their dividends after 
the slump. . The present year, and very 
likely one or two succeeding years, will 
tell a different story. 

But this comparison presents only half 
the picture. The heaviest losses the cor- 
porations have sustained are in their cap- 
ital value, running into many billions of 
dollars. Their bonds and stocks have 
fallen so much in value as to endanger 
the safety of some of the large and well- 
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managed corporations, while few have 
escaped serious harm from this drastic 
depreciation in the value of their se- 
curities. 

Perhaps a question of more vital im- 
port is not receiving the attention it de- 
serves. Reference is made, not to the 
disparity of loss of income between 
“capital” and “labor,” but between dif- 
ferent classes of workers, whether sal- 
aried or wage-earners. Very many of 
both classes of workers have suffered 
serious losses in salaries or wages and 
have been thrown out of employment 
altogether, while other classes have kept 
their jobs and without loss of income. 
Federal, state and city officials are among 
those most favored. Yet it is difficult to 
see why, if salaried or wage employes in 
industry have had to submit to serious. 
reductions of pay, or even to lose their 
jobs altogether, the official classes should 
be exempt from making their proportion- 
ate share of what ought to be a common 
sacrifice. Railway employes are also 
among the favored wage-earners. As a 
result of the depression, their numbers 
have been decreased, but those remain- 
ing employed have not, up to the present 
time, had their wages reduced. In the 
building trades, while wages have more 
than doubled since 1913, the rate of 
wages remains close to the highest point 
reached since that time. This, no doubt, 
is one of the factors—though not the 
only one—tending to retard the resump- 
tion of construction and delaying the re- 
turn of prosperity. 

Losses through unemployment are, in 
part, made up by voluntary contribu- 
tions from those who remain at work, 
but in large part must be made up by 
semi-charitable appeals to the commu- 
nity. A more equitable sharing of the 
losses which the depression has entailed 
would help in relieving this situation. 
At a time like this “capital” and “labor” 
should share their due proportion of the 
burden—*‘capital” the larger share, as it 
is more able to bear the loss, but among 
all classes of workers for salaries and 
wages, present disproportions should, in 
some way, be corrected. 
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SOME ASPECTS OF OUR FOREIGN 
RELATIONS 


HIS country is subject to many 
kinds of criticism-—some just and 
some otherwise—for what it has 
done or has not done in its relations with 
the outside world. Usually our sins are 
those of omission. We fail to do this or 
that. Of this kind of fault-finding an 


example comes to hand. Sir Robert 


Horne, former Chancellor of the Ex- 
chequer, in an article on “Silver and 
Gold,” appearing in the London Times, 
thus takes us to task along with France: 


“The world is now suffering from a 
catastrophic fall in prices, ascribable 
among other factors to a shortage of 
gold arising largely from maldistribu- 
tion. Owing to the war and its conse- 
quences the U. S. A. and France have 
become world creditors. By means of 
high tariffs they refuse payments in 
goods, and they are not relending to the 
debtor countries.” 


How we have been refusing payment 
in goods may be learned from the fact 
that from average merchandise imports, 
1911-15, of $1,712,319,000 our imports 
of merchandise rose to $4,430,888,000 
in 1926, that they exceeded $4,000,000,- 
000 for 1927 and 1928, and for 1929 
were $4,399,361,000, or almost exactly 
the same as British imports for the year 
last named. 

Our refusal to relend may be learned 
from the fact that our long-term invest- 
ments abroad have grown from $8,020,- 
000,000 in 1922 to $15,170,000,000 in 
1931, and at the end of 1930 about 
$5,000,000,000 of this amount repre- 
sented European countries. 

There are many in this country who 
believe that in view of our changed 
position in international financial rela- 
tions a lowering of our tariff duties 
would be advisable. Others are of a 
different opinion. But the notion that 
we refuse to take the goods of other 
countries is fallacious. This is in reality 
one of the great importing countries of 
the world. Probably if some other 
countries realized how rich a country it 


is they would make vigorous efforts to 
scale our tariff walls, rather than sitting 
down outside them in sackcloth and 
ashes and bewailing their existence. 

As for our refusing to relend, under 
present circumstances, to which will- 
ing borrower would Sir Robert Horne 
as a business man have us extend more 
credit? 

This country has generously, perhaps 
recklessly, extended credit to Europe. If 
we are open to criticism it is not for 
having lent so little but so much. 

Our hoarded gold exists largely in 
European imagination. Much of the 
gold in America belongs to other coun- 
tries. It is here as the safest place for 
it in all the world—where it can be 
promptly had when wanted. The major 
part of our gold constitutes none too 
strong a bulwark for our extended credit 
structure. , 

The attempt to cast Uncle Sam for 
the part of the villain in the interna- 
tional melodrama will not succeed. 


DISAPPEARANCE OF HISTORIC 
BANK NAMES 


NE effect of the present bank- 
C) merger movement is to remove 

from our banking system names 
that have not only become historic, but 
which have represented institutions hon- 
orably and extensively engaged in bank- 
ing transactions. The regret felt at this 
change is not wholly sentimental. It 
has a practical aspect. People, in the 
course of time, come to have especial 
confidence in a bank that has been long 
in existence. In this case age may be 
fairly interpreted as evidence of effective 
public service. An old bank, as a rule, 
has reached a position in the public con- 
fidence which a new bank gains slowly 
and in the course of years. Unfortu- 
nately, the mere fact that a bank is ven- 
erable because of its long existence is 
not, in all cases, proof that it is still 
worthy of the degree of confidence which 
its age implies. The management may 
have changed, and for the worse. This 
was the case with the Bank of Kentucky, 
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which had survived many financial hurri- 
canes, but succumbed when the man- 
agement departed from the long and 
honorable traditions of conservatism 
upon which its success had been built. 
The Bank of Pittsburgh is another in- 
stitution long known as one of the coun- 
try’s soundest banks, but which found 
the present depression too severe, though 
it had successfully weathered many other 
financial hurricanes. 

Recent mergers in New York have re- 
moved from the banking nomenclature 
of the city such old and historic names 
as the Bank of America and the 
Chatham and Phenix, both of which had 
existed for more than a century. What- 
ever sentiment or business value might 
have been the result of the retention of 
these names, it has not been found prac- 
ticable to retain them. When two or 
three banks are consolidated the reten- 
tion of the titles of the absorbed insti- 
tutions would result in a name clumsy 
and inconvenient and often lacking in 
that euphony which is undoubtedly a 
desirable ingredient of a bank’s name. 
When several banks in London were 
merged into the “big five,” the attempt 
was made, for a time, to retain part or 
all the title of the bank taken over, but 
the result was not satisfactory, and the 
names have been greatly simplified. This 
course has involved the dropping of some 
ancient and honored banking titles. That 
such a course should have been followed, 
in a city where banking names and 
traditions are highly regarded, is of 
special significance. It seems a case 
where sentiment must be sacrificed to 
more practical considerations. In this 
development such historic names as the 
Massachusetts Bank at Boston and the 
Bank of North America at Philadelphia 
have disappeared. 


ENGLAND'S CHANGE OF FISCAL 
POLICY 


HEN a country that has long 
adhered to a policy of free 
trade reverses that policy and 


turns to protection, it becomes a matter 
of world-wide interest. England has 


taken this course with reluctance, and 
only after having reached the conclusion 
that there was no hope of persuading 
other countries to modify their tariff 
duties. Even now, there are many in 
England who hope that the duties re- 
cently imposed on imports may be used 
chiefly for bargaining purposes. 

The experiment England is making 
with protection will be anxiously ob- 
served for its effects upon the domestic 
industries but more for the effects on 
foreign trade, shipping and _ banking. 
Manufacturing will probably receive a 
sharp stimulus from protection. As 
England is well equipped in most lines 
of manufacturing, there would seem no 
good reason why the home demand 
should not be supplied by British manu- 
facturers. So far as relates to general 
manufacturing industries, the protective 
duties will almost certainly exert a reviv- 
ing influence. It is less certain that 
agriculture will be similarly helped. 
England imports the major part of the 
food consumed. It is true that more of 
this might be grown at home, and per- 
haps protection may bring about this 
result, although experience only can 
show whether this will be the case or 
not. Other lands and climes are better 
adapted to the production of some fruits 
and grains. 

But, taking a wider view of this sub- 
ject, that which is of most interest is the 
effect the new duties will have on Eng- 
land’s foreign trade, banking and ship- 
ping. While the American tariff has 
not curtailed this country’s ability to ex- 
port, it is not clear whether the British 
tariff will work in the same way. Our 
domestic market is so much larger that 
no satisfactory comparison can be made. 
If the British tariff should cause a rise 
in the cost of manufacturing, the domes- 
tic market might not compensate for the 
resulting shrinkage of exports. Since 
the tariff will, undoubtedly, restrict im- 
ports, for the time being at least, British 
shipping and banking services (“invisible 
exports”) are likely to suffer consider- 
able shrinkage. 

For some time a campaign has been 
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carried on in England under the rallying 
cry, “Buy British.” Some observers have 
pointed out that should other nations be 
guided by a similar policy, it would 
mean the exclusion of British imports 
from those countries. What is wanted, 
says one of the London financial week- 
lies, is a “Buy British” slogan in other 
countries. 

The tariff war goes on merrily. Eng: 
land entered into it at the eleventh hour, 
and largely as a defensive measure. It 
is difficult to see why other countries 
long committed to protection should 
complain because England has belatedly 
resorted to it. The policy of permitting 
free imports while being taxed on ex- 
ports was rather more altruistic than the 
practical-minded English could long ac- 
cept. 


DISARMAMENT AND OTHER 
CONFERENCES 


HERE is scheduled to meet at 
Geneva next month a conference 


of the nations, called for the pur- 
pose of bringing about an agreement for 
the reduction of armaments. Such re- 
duction is held to be desirable chiefly for 
the reason that, in the view of many, 
large military and naval forces are con- 
sidered to be provocative of war. Little 
solid ground exists in support of this 
view, although it should be given what- 
ever attention it really deserves. Prob- 
ably nations do not fight so much be- 
cause they are armed as they arm them- 
selves because they mean to fight. But 
however this may be, there is an entirely 
valid argument on other grounds for the 
reduction of armaments. That consists 
in the huge and intolerable economic 
burden they place upon the shoulders 
of the peoples who must sustain them. 
This economic burden does undoubtedly 
make for conditions which lead to war. 
The movement for a reduction of arma- 
ments is therefore to be commended. 

But before such a movement can at- 
tain much success or even be counte- 
nanced with safety several important 
preliminary steps are necessary. In the 
first place, some assurance should be 


forthcoming that the world is in such a 
condition of political stability as would 
make any material diminution of de- 
fensive armaments judicious at the pres- 
ent time. No argument is necessary to 
show that this stability is lacking. 

Preceding physical disarmament there 
should be an international conference 
called with the aim of bringing about a 
reconcilement of existing threatening 
political hostilities, so far as these differ- 
ences may be lessened by such means. 

An economic conference should be the 
next step, for surely no careful observer 
can have failed to realize that trade and 
financial relations between nations, and 
the economic prostration of several 
countries, are more threatening to the 
perpetuation of peace than are battle- 
ships and armies. These difficulties 
should immediately receive the attention 
of leaders in statecraft, industry and 
finance. A world economic conference 
could at least focus attention upon them, 
and might devise measures for their 
amelioration. 

But there is another kind of confer- 
ence more urgent still. It is one whose 
aim shall be moral disarmament. Until 
fear and hatred of other nations can be 
dislodged from the minds of men, it is 
in vain to look for lasting peace. We 
shall get peace, declared Mr. Lloyd 
George, the great British statesman, 
when we have it not alone on scraps of 
paper, but in the hearts of men. 

To effect this moral disarmament is 
the greater problem. It is a task to 
which the churches, universities, the 
press, statesmen and all moral and in- 
tellectual leaders, should unceasingly 
devote themselves unless the movement 
for physical disarmament is to fail. 
Physical disarmament under existing 
conditions would be very much like cut- 
ting off the water supply of a city in the 
face of an impending conflagration. 

Many well-conceived plans for better- 
ing international relations fail through 
lack of adequate advance preparation. 
Greater hope could be entertained for 
the success of the Geneva disarmament 
conference if more attention had been 














bestowed upon other conferences by 
which it rightly should have been pre- 
ceded. 


A NEW KIND OF BANK 


IAMI, in the State of Florida, 
M has a new bank formed on a 
principle different from that ap- 

plying to other banks. The general 
principle of banking is to collect funds 
from those who temporarily do not wish 
actively to employ them and to lend such 
funds to others who wish to make use 
of them in trade or production. But the 
Miami bank, while having capital and 
deposits, will make no loans.: Its aim is 
to be 100 per cent. liquid. The entire 
resources of the bank, it is said, will be 
in United States securities and cash. No 
interest will be paid on deposits. A bank 
organized on this plan would be a ware- 


THE BANKERS MAGAZINE 


Good Advice for Bank Employes 







11 





house for money and an investment in- 
stitution, confining its investments to a 
single type of security—those of the 
United States. Trust, safe-deposit and 
some banking services other than making 
loans would have to be relied on for 
earning profits. 

Doubtless the organization of a bank 
of the character indicated was prompted 
by temporary local conditions and the 
difficulties many banks have encountered 
in weathering the depression. Under 
other circumstances banks can lend a 
substantial part of their capital and de- 
posits with entire safety and with great 
benefit to the community. If banks are 
no longer to make loans their usefulness 
will be largely destroyed. Safe-deposit 
vaults for securities and valuables are 
necessary and desirable. For the hoard- 
ing of money their existence can be justi- 
fied only when banks are no longer safe. 


Some Thoughts on the Development of That Subtle Something 
Called Personality 


OW to develop personality was 
H explained by John T. Sinkey, 
personnel director of the Central 
Hanover Bank and Trust Company, 
New York, in the November issue of 
Chapter Notes, publication of the New 
York Chapter, American Institute of 
Banking. Mr. Sinkey’s advice follows: 
“The majority of bank employes are 
engaged in the development of their 
technical efficiency, that is, their expert 
skill directed by informed minds. The 
importance of such a study cannot be 
overemphasized because the value of a 
person in a banking organization de- 
pends upon his knowledge of facts and 
how to interpret and use them. 
“Technical efficiency unaided by so- 
cial efficiency, that is, likeable personal- 
ity, will keep many men in routine jobs 
in a bank. Upon their personality often 
depends the opportunity to show their 
technical efficiency. Let us consider 
some of the factors which are evident 
in socially efficient men. 





“Upon what we say and how we say 
it depends in a large measure the suc- 
cess of our plans. Do you speak clearly 
and are you free from self-consciousness, 
or does your mouth become dry and 
your heart attempt to get between your 
teeth in the presence of your official 
superiors or the customers of the bank? 
Generally the answer to your discom- 
fiture is unpreparedness. You are not 
sure of your facts. Develop tone, fibre, 
and strength in your voice and use 
them in modulation. But remember be- 
fore you voice your ideas to have them 
well organized. Listen to your voice, 
say “Good Morning’ to a friend, and 
again when you speak to someone for 
whom you have neither liking nor 
respect. 

“Stop and consider how you impress 
others. Do you give evidence of liking 
them? Have you ever analyzed your 
reaction to a man who greets you smil- 
ingly and with evidence of friendliness 
and the man who looks up from his 
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desk as you approach and greets you 
with a laconic ‘Yes’ or “Well?” 

“Your clothes are an important part 
of the impression you make. They 
should be of as good quality as your 
budget will afford; clean, pressed, and 
appropriate. Your disposition should be 
cheerful and that depends on your self- 
confidence, happiness, and rest. Inade- 
quate rest or dissipation is easily rec- 
ognized the next day. Body carriage 
or poise should show sound physical 
equipment and confidence in yourself 
and your work. Adjust yourself 
quickly to your surroundings and cir- 
cumstances. Get in step with the 
others. A father out walking with 
his son asked: ‘Am I walking too 
fast?” The boy replied “No, but I am.’ 
Don’t give the impression the rest are 
out of step. 

“Be enthusiastic about people, new 
ideas and things; but keep your enthu- 
siasm balanced. (Misguided enthusiasm 
wastes energy and often has dire re- 
sults, as the rat terrier that tackled the 
bulldog discovered. Use it construc- 


tively in work and play. Communicate 


it to others. Accept every opportunity 
of greater responsibility and if credit 
is due someone else for work well done, 
give credit where it is due. It will 
develop your character. Personality is 
a visible sign of character. 
“Tactfulness is avoiding friction. 
Friction is waste. Tactfulness in 
human relations is like the oil in your 
automobile. Tact assists your purposes 
to achieve efficient results. The devel- 
opment of tact is possible by thinking 
of others before yourself. Have you 
ever seen an unselfish person who was 
not tactful? The use of authority is 
seldom as effective as tactfulness, persua- 
sion, and an attitude of helpfulness. 
“Be willing to compromise as long 
as you do not sacrifice principles and 


lose more than you gain. The other 
man may be just as right as you are. 
Ability to make effective compromises 
shows good judgment. 

“Fear has no place in a_ strong 
personality. Courage—born of  self- 
confidence and knowledge of facts—is. 
always found in the winner. Until you 
believe a thing you cannot get others 
to believe it. Take what you can from 
the knowledge and experience of others. 
Try again if you fail. 

“Haven't you often heard people say 
‘that boy is going somewhere’ ‘Well, 
you can be sure that boy has a purpose. 
He has a a clear conception of that 
purpose. Whatever position you now 
hold can be made a stepping-stone to 
the realization of your purpose, if you 
will it so. Keep a clear vision of your 
purpose. Be patient because in a bank 
it takes time to establish confidence in 
your dependability, integrity, judgment, 
and ability to handle people. 

“Study those who are responsible for 
your work. Aim to please by giving 
satisfaction. 

‘Develop and broaden your mind by 
outside reading. You will study eco- 
nomics. Read history and biography. 
People today are not much different 
from those of yesterday and you must 
store up knowledge from yesterday for 
the experiences of tomorrow. 

“A personality is not something you 
put on for certain occasions like clothes. 
It is not dependent upon physical ap- 
pearances, as evidenced by Lincoln and 
Franklin, the one tall, ungainly, and 
homely; the other short, fat, and bald; 
but yet each an outstanding person- 
ality in American history. Curly hair 
and six feet of bone and muscle do not 
make a forceful personality. Your per- 
sonality is yourself, the sum of all your 
traits.” 








—and the charge is... 
“Negligence in Public Relations” 


By CarRROLL DEAN MurRPHY 


T the climax of our banking difh- 
culties several months ago, I gave 
Bankers Monthly an article en- 
titled: “And the Charge Is—NeEGLI- 
GENCE IN PUBLIC RELATIONS.” 

This article has 
been widely com- 
mented on. It has 
been _ extravagantly 
praised. Though writ- 
ten with the well- 
known age, conserva- 
tism and what not 
that bank advertising 
idolizes, it has also 
been quite vigorously 
criticised. 

My title assumes— 
and I think we all 
accept—the fact that 
the banks have been 
on trial. Many are 
the charges that might 
in some cases be 
brought—faulty man- 
agement, over-compe- 
tition, Over-pressing 
for new business, twi- 
light zones in lending. 
Years like 1929 inevi- 
tably brought extra 
temptation to get 
funds or credit in 
market crises, and greater leniency in 
bank examination, under the excuse of 
public policy. We might discuss the 
weakness of appraising market collateral 
by the tape without the book and real 
estate collateral by the book without the 
tape. 

But we are interested chiefly in the 
subject of public relations. Public rela- 


advertisers. 


tions is a basic matter in banking. It 
even has its bearing upon the problems 
of bank conditions and examination— 
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for good advertising builds a glass house. 
Public relations, which can sometimes 
make or break a bank, has too often and 
too long been just the dog under the 
wagon. What tales we could all tell of 
how every one and no 
one in the bank are 
experts in this most 
difficult and most im- 
portant. of subjects! 
What comedies could 
be written and what 
files of Ballyhoo filled 
with the dotting of I's 
and the crossing of 
T’s and the patching 
of plates, perhaps 
merely to change 
“capital, surplus and 
undivided profits” to 
“resources.” 

And _ what does 
the public know of 
the difference  be- 
tween “resources” and 
“book value?” What 
does it know about 
the bank statements 
you and I point to 
with pride or analyze 
with anxiety? Have 
your daughter in the 
Trig class at college 
send you a monthly accounting of 
her expenses—that will give you some 
idea of what the public knows about 
figures. 

A bank, as I have said before, is in- 
trinsically a mutual institution. And 
yet, nowadays, in place of mutual con- 
fidence, we too often ‘have had silence 
and mutual suspicion. Hide-and-seek is 
a poor game for a banker and his deposi- 
tors to enter on. 


What has been the banker’s attitude 
13 
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toward his public? Several bankers have 
been quoted rather recently as saying 
something to the effect that no words 
could influence the situation then. An- 
other banker once told me, “Nothing we 
could say in advertising would make any 
difference. We know because we have 
tried to reassure people determined to 
pull out their deposits. If they wouldn't 
listen to us, they surely wouldn't listen 
to print” 

One cannot blame these men for hav- 
ing become disillusioned. They have 
seen people do so many foolish things 
that they have lost confidence in the 
public’s basic common sense. __ 

The public, on the other hand, had 
waited long and patiently for the banks 
to speak up. The depositors knew their 


vice of newspaper men where matters touch- 
ing public opinion are concerned. When 
such matters arise, they go to their lawyers, 
who know little about molding public 
opinion.” 

To go to a lawyer for such advice is a 
good deal like going to a tailor to have a 
tooth extracted. There are a few exceptions, 
but for the most part railroad presidents are 
afraid of publicity in any matter of moment. 

In their fear they consult their lawyers, 
and the lawyers invariably err on the side 
of secrecy. 


Responsibility sometimes becomes a 
paralyzing burden. Responsible men too 
often lose their touch with the public 
and their faith in it. Then, too, men 
most fear what they least know. Per- 
haps that explains the banker’s ineptness 
in dealing with people and publicity. 

I was in a bank some time ago where 


“Can we bring the heads of banks to permit the same adequate 
planning and market study; analysis of services, talking points 
and appeals; the same unbiased search for primary media, the same 
year-after-year consistency in bank advertising as has gone into 


such great commercial advertising and marketing successes as 
Kodak, Ivory Soap, Standard Oil and Packard?” 


money was at stake. They knew that 
the more sportsmanlike they might be, 
the farther down the list they might 
come on the pay-off. They knew that 
the banker would say nothing if he 
dared not speak. They knew that if all 
was well, he might either speak or keep 
silent. They no doubt wanted to be 
loyal, courageous, unselfish and sensible. 
Hopefully they waited—and usually 
waited in vain, for “a sign from above.” 
A word of reassurance would have 
helped. Too often it was not spoken. 
Now let us see if we can under- 
stand why silence has so often prevailed. 
The Chicago Journal of Commerce 
recently cited a partial parallel: 


“The railroads,” quoted the Journal from 
an editor of wide experience with railroad 
subjects, “have never learned the value of 
publicity. They have learned through long 
experience to take the advice of their lawyers; 
but they have never learned to take the ad- 


five or six people were waiting before 
each of two or three pay windows. One 
of the two officers I was talking with . 
could scarcely sit still in his chair. Fi- 
nally the other leaned over and said, 
“That’s all right, Bill, it will all be over 
in two or three minutes. It’s just the 
Saturday pay checks from > and 
he mentioned a corporation across the 
way. 

And again: A bank window display 
salesman called to see us last summer. 
“I am really looking for something to 
sell,” he confessed. “I’ve got a good line, 
but here’s what happens. I go into a 
bank and begin to tell the banker what 
an interesting display service we have. 
‘My God,” he says, ‘I don’t want any- 
body to stop in front of my windows!’ ” 

During the most difficult period banks 
felt their vulnerability intensely. They 
consulted their fears rather than their 
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courage. They clung to the rule, “Rough 
water—don’t rock the boat.” But some- 
one else was rocking the boat. 

I venture the guess that in Chicago 
since June, bank difficulties have run 
neck and neck with banditry, prohibi- 
tion, politics and general crime in the 
news columns. I wonder also if rumor- 
mongering has not definite sources, pur- 
poses and aggressive techniques. 

Is silence the answer to all this? Is 
there to be no defense? Are public re- 
lations to continue to be treated more 
casually than the buying of paper clips? 
Or are there definite, safe, sensible, or- 
ganized things to be done? Can we 
progress in bank public relations from 
a repressive to a constructive attitude? 
Can we bring the heads of banks to per- 
mit the same adequate planning and 
market study, analysis of services, talk- 
ing points and appeals; the same un- 
biased search for primary media, the 
same year-after-year consistency in bank 
advertising as have gone into such great 
commercial advertising and marketing 
successes as Kodak, Ivory Soap, Stand- 
ard Oil and Packard? Between now 
and the next depression I believe there 
should be such thorough work done in 
the financial education of the American 
public that financial history cannot re- 
peat what we have seen in the last two 
years. I venture to say that more than 
60 per cent. of the tremendous advances 
in the design, packaging and universal 
use of commercial products have origi- 
nated with sparks that have jumped from 
the imagination of advertising men. How 
shall we dignify this division of the 
profession and give it the standing it 
deserves in the eyes of the bankers, who 
so sorely need it? 


EXCHANGE OF EXPERIENCE NEEDED 


To begin with, the “mysterious 
island” of public relations must be dis- 
covered and colonized. To this end, I 
suggest that the proper public relations 
body of the American Bankers Associa’ 
tion set itself to find out whether frank 
statements—I mean words, not figures— 
are the dynamite that some nervous 


bankers seemed to think they were; 
whether, when a capable banker told the 
public in plain English about the condi- 
tion of a sound institution, the walls of 
that institution straightway toppled and 
crashed. I don’t believe it. - 

Here, for example, is such an item— 
one of thousands that might be assembled 
and challenged by this public relations 
committee : 


In , Iowa, there is a banker named 
, who has asked his depositors either to 
stop kicking and gossiping about his bank 
or come and get their money. In _ the 
Gazette-Republican of Cedar Rapids, we 
learn that the depositors took the hint and 
that not only is sentiment changed in ‘ 
but that Mr. has new prestige in the 
community. It says in part: 

7 people were told that, if they didn't 
know enough to support a sound bank when 
they had one, Mr. has no inclination 
to give them longer the services of such a 
bank. He told depositors they could have 
their money, and he told borrowers they 
would have to pay their notes. On the side 
he told Sam Jones, borrower, that his loan 
would have to be called because his neighbor, 
Smith, had decided he wanted his money out 
of the bank. 

“Nor is this humorous. We can visualize 
people in and wherever Mr. runs 


-banks, taking a new view about business, 


putting the money back into circulation and 
again talking, acting, buying and _ selling 
goods in a normal way.” 


There speaks sound common sense, 
solid faith and the conviction that people 


are reasoning beings. And the after- 
math indicates that the public simply 
wanted to be reassured. They had 
feared that silence meant assent to 
rumors. 

In another case, rumors were met 
head-on with newspaper publicity and 
advertising. Immediately money flowed 
back. One woman depositor apologizes, 
saying that she had no idea what a back- 
ground of time-tried conservatism, sound 
management and financial stability the 
institution had. Next day she brought 
the first dividend from a large deposit 
she had lost in another bank and de- 
posited it. 

In another instance, a disinterested in- 
vestigator was put out in various cities 
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and states. His inquiries indicated that 
the institution had over-estimated public 
knowledge of its standing. The bankers 
had sometimes felt, when the advertising 
department advanced simple basic copy, 
that the public knew all that. The in- 
vestigator found what an advertising 
agent could have told him—that the 
busy, nonchalant outside public knows 
little about any institution. Old plates 
of several basic advertisements full of 
primary facts about the bank were 
resurrected and run in each of several 
important cities. When the investigator 
made his rounds again, he reported the 
public better informed and reassured. 

In still another case, as you know, a 
rumor-spreader was prosecuted and the 
facts given to the press. 

So I suggest that somehow, through 
the American Bankers Association or the 
Financial Advertisers Association, we 
set up archives of public relations’ ex- 
perience; we survey what things have 
been done and what the results were; we 
find out whether more banks have died 
of sheer silence than have talked them- 
selves to death. And we get these find- 
ings before top-flight financiers who too 
often seem afraid of their public. 

By this method I believe it possible to 
win a new respect for the bureau of 
public relations in a bank. I believe it 
possible to give the advertising manager 
that professional grasp of his subject 
which will put him where the impor- 
tance of his portfolio entitles him to 
stand—among the bank officers with 
broad powers. 


CO-OPERATIVE ADVERTISING 


As to more specific advertising and 
publicity recommendations, let us be 
conservative. I should never recommend 
that a bank meet a critical situation 
with sudden and dramatic advertising 
methods of the “ship-that-rides-out-the- 
storm” variety. ; 

But what one bank cannot do, many 
or all banks, or a clearing house, or the 
American Bankers Association can do. 
As a long-time recommendation, I re- 
cently offered the idea that the Ameri- 


can Bankers Association spend perhaps 
three million dollars, spread well over 
four or five years—to give the public 
some sound education on both sides of 
the banking relationship. The objection 
was made that it would be impossible to 
get the smaller banks to chip in. Maybe 
so, but I can hardly believe it. With 
20,000 banks, $25 to $50 average invest- 
ment per year would make it possible, 
through newspapers, magazines and 
other primary media, to tell every bank- 
ing customer in the United States: 


How to read a bank statement; 

What to do if he has any misgiving, or 
hears any rumor against the bank in which 
he is depositor or stockholder; 

How to select a strong bank; 

Why a bank can be too liquid; 

What to ask and what never to ask of 
the bank in which he is a depositor, a stock- 
holder, a director; 


What to expect and demand of bank ex- 
amination; 


Why bank services cost and why activities 
charges are fair. 


Would it have been worth $50 or 
$5000 to your bank if such a campaign 
had been running during the last two or 
three years? Wouldn't it have spiked 
the work of most trouble-makers, 
whether criminal or ignorant? 

If this cannot be done nationally, it 
can be done in any city or other clear- 
ing-house area. But at least let us re- 
member the principle. What the indi- 
vidual bank cannot do, especially when 
it is “on the spot’—the group of inde- 
pendent banks can and in future depres- 
sions may have to do. Otherwise you 
might then have another of those situa- 
tions where all the banks pay in lost 
assets or lost confidence. The advertis- 
ing might cost dollars—loss in prestige 
and in sales resistance set up costs mil- 
lions. 

The message in any such campaign— 
in fact the feasibility of the campaign 
itself—would depend upon the immedi- 
ate circumstances. Education in banking 
principles and standards, demonstration 
of strength, soundness, independent 
auditing and good management should 
go into the message. It is essential that 
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it be frank, specific and _ responsibly 
signed. 


CONFIDENCE-BUILDING ADVERTISING 


Now as to the things one bank can 
do of itself, either in a pinch or for the 
long pull. The most obvious thing that 
every bank can do at once is to get and 
keep touch with its public. 

What does the public think about 
your bank? What does it know about 
it? What does it say about it? What 
does it hear about it? What does it 
vead about it? What does it ask about 
it? What kind of people are these de- 
positors anyway? Are they the kind 
who draw their money, count it out and 
re-deposit it? Yes, I know that’s funny, 


The technique of customer surveys is 
easily developed. One method that has 
already been practiced by some banks is 
to have officers of the bank call on those 
who bank with it. It is a fine old cus- 
tom. It ought to be done twelve months 
a year. I could prove that it yields more 
business and boosts more departments of 
your so-called department store of fi- 
nance than any other new business effort. 
And what a bulwark of understanding 
it puts up against trouble! What an op- 
portunity it gives you to settle the minds 
of the uneasy! 

Find out who your public is, what it 
thinks, what it can understand and how 
to tell it. Present these facts in the 
form of a brief and demonstrate to your 
advertising committee that you know 


“T suggest that the proper public relations body of the Ameri- 
can Bankers Association set itself to find out whether frank 
statements—I mean words, not figures—are the dynamite that 
some nervous bankers seemed to think they were; whether, when 


a capable banker told the public in plain English about the 
condition of a sound institution, the walls of that institution 
straightway toppled and crashed.” 


but what does it mean—it means that 
depositor knows not the first thing about 
the basic idea of banking, which is the 
loaning of money. He thinks you are 
running a safe deposit gold bin. How 
many of them are the kind that buy 
cashier’s checks and store them in the 
vault? That's funny, too, till you face 
the desperate ignorance of it. 

Your public is made up of stable and 
unstable mentalities, rich and poor, edu- 
cated and ignorant, readers and non- 
readers, the phlegmatic and the excit- 
able, the brave and the cowardly, the 
sportsmanlike and the pot hunters. If 
you could establish a customer filter ca- 
pable of eliminating the latter classes, a 
well-emanaged bank would be impreg- 
nable. You can set up quality stand- 
ards, but that’s another subject. Surely 
the least you can do is to know your 
public and get it to know you. 


public relations. Out of that will surely 
spring some of the right kind of adver- 
tising progress 


SPECIFIC CAMPAIGN SUGGESTIONS 


And now as to the actual use of 
printers’ ink. 

We already have the rule: “Do noth- 
ing sudden, over-dramatic, clever and 
reckless.” Some people think bank ad- 
vertising has been too dignified. I think 
a great deal of it is too undignified, too 
smart, artificial, remote. I am for an 
unobtrusive rifle laid on the target rather 
than a ten-ton mortar of Civil War 
vintage rocking in the park. I mean— 
and I’ve been saying it for twenty years 
—pick your obiectives and keep the 
sights on them throughout a persistent 
campaign. 

There are countless distinctive cam- 
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paign initiatives still to be done. If you 
want a timely campaign now, you may 
safely build it on the fact that the people 
want to be reassured about the funda- 
mentals in banking. One possible plan 
is to dig out plates you ran when the 
seas were smooth and repeat them with 
the inference or caption that now as 
then and always, these standards are 
yours. 

People are not seeking to be amused— 
they want to know. Give them the good 
old messages of safety, responsibility and 
liquidity; or of the directorate and the 
pre-digested statement, of age, conserva- 
tism, and progressiveness. Don't dwell 
on panics, wars and crises—and don’t 
painfully sidestep them either. Don’t 
try too hard to be different. Just be 
plain, natural and honest—but don’t be 
silent. Isn't it better to keep such mes- 


sages circulating every month of your 
institution’s lifetime rather than to keep 
silent so long that when you must have 
a message of reassurance, depositors are 
startled because the Sphinx has spoken? 


Now I recognize some of the mental 


hurdles that outstanding bankers in’ 


every community have felt when they 
considered even so conservative an ad- 
vertising effort as this. They feared 
they would attract business possibly of 
unstable types or from institutions that 
can ill afford to lose it. They visualized 
the interlacing fabric of correspondent 
deposits. They were intensely conscious 
of any slow assets of their own. They 
were thinking of “loud-speaker” adver- 
tisers who have been cut off in the midst 


of self-laudation. But the right course 
in banking and in public relations would 
have helped all concerned 


TRUSTWORTHINESS AS A COPY THEME 


However, there is a third and final 
suggestion. There are times when a 
bank may properly hesitate to launch 
even an institutional campaign. Handi- 
capped by a long record of silence, it 
feels self-conscious over any change of 
tactics. At such times a satisfactory 
middle course for the advertising depart- 
ment may be to launch a trust depart- 
ment campaign, with a double objective 
~—-new business for the department; new 
emphasis on the trustworthiness of the 
whole institution. 

A purchaser must have some confi- 
dence in anyone from whom he buys. 
He must believe a penny’s worth in Mr. 
Wrigley—and his Cubs—if he is to buy 
a stick of chewing gum. He must be- 
lieve a great deal in the bank where he 
deposits his money, even though he is 
alive and more or less capable of watch- 
ing his account. And he must believe 
infinitely more in the trustee who is to 
take his place as the economic head of 
his family. 

Let your advertising tell an honest, 
convincing story of the trustworthiness 
of your institution in its trust capacities 
-—its age, conservatism, organization, ex- 
perience, progressiveness, judgment, un- 
derstanding, etc.—and the public, which 
does not read advertising in water-tight 
compartments, is apt to reflect that you 
have a pretty good bank. 





Courage Under Fire 


A Plea for More Faith and Leadership 


By JAMES E. SHELTON 
Vice-President and Secretary Security-First National Bank of Los Angeles 


HE various business institutions 
with which we all are connected, 
the communities in which we live, 
this nation of which we are citizens and 
to which we owe allegiance, in fact this 
old world—from pole 
to pole and around 
the equator — right 
now can use men 
with clear minds, 
calm nerves, sound 
bodies, and a reason- 
able amount of cour- 
age under fire. 

A nickel held in 
front of the eye shuts 
out the view of the 
entire world—not be- 
cause the nickel has 
any great size but be- 
cause if it is held too 
near the eye, we lose 
our sense of perspec- 
tive. Do you remem- 
ber when you were a 
little child how some 
simple childish sor- 
row caused your 
whole world to come 
tumbling in ruins 
about your head? 
And do you remem- 
ber how sometimes, 
with the tears of your 
recent sorrow still glistening in your 
eyes, some bit of childish happiness came 
your way and once again instantly your 
sun shone and your castles, so lately in 
ruins, instantly rose again in all thcir 
previous splendor? In fact, in the one 
moment the world was not in ruins, nor 
in the next was all sorrow and suffering 
banished from the world. It just seemed 
soto you. You had no sense of perspec- 
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tive. The immediate present was before 
your eye and it blotted out any compre- 


‘hension of the past and obscured any 


vision of the future. 

We men and women of today are 
just the little boys 
and girls of yester- 
day. All too often 
we have been stripped 
of the innocence and 
charm of childhood, 
without having ac- 
quired a compensat- 
ing amount of adult 
poise, judgment, vi- 
sion and courage. 

Do you remember 
only two years ago 
(to some of us it 
seems like twenty- 
‘two) when we, our 
friends, our neigh- 
bors, the world, were 
riding confidently on 
the high tide of finan- 
cial success? How 
easy, simple and sure 
it seemed. Our busi- 
ness grew and pros 
pered. That demon- 
strated to us that we 
had personality. We 
made loans — they 
were repaid with high 
rates of interest. Obviously, that demon- 
strated that we were keen judges of 
human nature and accurate analysts of 
business problems. We made personal 
investments and the securities increased 
in market price. Obviously, we were 
endowed with financial genius. We had 
everything we could reasonably want. 
We didn’t steal. Therefore, we were 
citizens of standing and integrity. We 
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admitted all those things and the facts 
seemed to prove them. 

We knew in a dim, hazy way that 
other men in other times, even our own 
fathers, had had problems to meet, had 
been snared into financial pitfalls, but 
unconsciously we reasoned that they 
were not men of our capacity. We ad- 
mitted a certain amount of humanity, 
but it was a bigger and better brand of 
humanity without the normal quota of 
weaknesses and frailties. In mergers 
and consolidations throughout the world 
we put two and two together and it 
equaled eight, and sometimes even ten 
and twelve. We could prove it. We 
ceased to be surprised at it. It was the 
result of our magic genius. Market 
prices of securities reached heights which 
had no relation to income. Our explana- 
tion was that we were in a new era and 
old standards of measurement were of 
no value. With almost the fervor of 
the patriot who wraps himself in his 
battle flag and then with drawn blade 
defies the enemy host—so we, drawing 
ourselves up to our full height, de- 
manded in stentorian tones and without 
reply, “Where is the man who would 
sell America short?” 

That was yesterday and today is an- 
other day. 

We had been holding the nickel too 
close to the eye. We had lost our sense 
of perspective. 

Income does have some relation to 
market value. We have no way to 
judge the future except by the past. 
History does repeat itself. The stand- 
ards of measurement of yesterday do 
apply to today. In the long run and 
year in and year out two and two do 
make four. 

The man who doesn’t steal when he 
has everything he wants doesn’t neces- 
sarily have great integrity. The man 
who makes money in stocks on an up 
market doesn’t necessarily have financial 
judgment of a high order. The man 
who rides an incoming tide of business 
success doesn’t necessarily possess a clear 
mind, a calm nerve, a sound body, or 
courage under fire. 


In retrospection how clearly the mis- 
takes of yesterday stand out. All men 
make mistakes. The smart ones don’t 
make the same mistake twice. They are 
the men who have learned something in 
the school of experience. It seems al- 
most inexplicable that we could have 
thought that, because the tide was then 
coming in, it would never go out; that 
because the sun had risen to high 
heaven, it would never sink in the west; 
that because the pendulum had swung 
one way, it would never swing the 
other; that because our path lay across 
the mountain peak, it would never de- 
scend to the valley. 

To err is human. Not to learn from 
our mistakes is folly. Because we and a 
considerable number of our fellows made 
some errors in judgment in the recent 
past, need we be so blind and so dumb 
that we make the same kind of mistakes 
in the present and in the future? Yet, 
look about you at the great mass of the 
people today. What are they doing? 
Crying because the tide is out and fear- 
ing that it will never come in. Wailing 
because it is night and fearing that day 
will never come. Predicting that our 
pathway, which for some time has been 
in the lowlands, will never return to the 
highlands. 

In another two years, possibly a little 
more or maybe a little less, most of the 
doubts, the fears, and many of the tears 
of today will have been proved ground- 
less. I am aware that there is actual 
suffering today and I realize that to a 
man who is without food today for him- 
self and his family, the promise of food 
next week, next month, or next year is 
not satisfying. I can understand and 
sympathize with the cry of the man 
whose family is actually suffering. 

Pitiful as those cases are where they 
actually exist today, they are after all 
the individual and exceptional cases. The 
preponderance of the wailing that we 
hear today, the majority of the expres- 
sions of fear, doubt, and distrust that 
are gnawing at the vitals of our finan- 
cial, industrial and political life, are 
from. men and women who, relatively 
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speaking, have not been badly hurt. 
Such cries arise not so much for the in- 
jury already sustained, as from the more 
or less blind and unreasoning, but none 
the less potent, apprehension, fear, and 
dread of what may happen but probably 
will not happen at all. The chief danger 
to the business structure of this nation 
today is not from the actual facts and 
conditions which exist so much as from 
the tremendous reaction of the buying, 
the depositing, the consuming public to 
their doubts and fears. An indefinite 
continuation or an increase of these 
doubts and fears followed by a terrified 
stampede can make facts of their fancies 
and bring the house down ,on their 
heads. Nothing but such an unreason- 
ing and terrifying stampede can or will 
bring the house down. 

On the afternoon of December 30, 
1903, a crowd filled the Iroquois theater 
in the City of Chicago. During the 
course of the performance a fire broke 
out backstage. Even in those early days 
of theater construction, the house could 
have been emptied quickly if carried out 
in an orderly manner with each indi- 
vidual functioning as an orderly part of 
a well co-ordinated whole. If this was 
done, what if in the course of time the 
building burned down? It meant only 
a monetary loss largely covered by in- 
surance. But what happened? With 
the first cry of “fire” and with the first 
smell of smoke, the audience ceased to 
be normal individuals with normal reac- 
tions. Overcome with fear, crazed with 
their panic, they became immediately a 
mob of fear-crazed animals stampeding 
for the exits. They fought and struggled, 
trampling underfoot and crushing the 
life out of the weaker; they blocked with 
their bodies their only means of escape, 
and then died by the score in agony as 
the flames leaped from the stage into the 
auditorium and converted the piles of 
struggling humanity into a mass of 
charred bodies. Thus there was written 
into history one of America’s major 
catastrophes. The people in that theater 
were not responsible for the fire—they 
didn’t start it and they couldn’t put it 


out. The major catastrophe, however,, 
was caused not by the fire itself, but by 
the way the people in the theater reacted 
to it, and those poor souls paid with 
their lives because they and others in 
that audience that day lost their heads 
in a Crisis. 

I repeat that today there is a crying 
demand for men with clear minds, calm 
nerves, sound bodies, and a reasonable 
amount of courage under fire. Such 
men are needed for their ability to see 
fundamentals when most people are 
making much ado about matters of no 
consequence. They are needed for their 
ability to stand firm as the Rock of 
Gibraltar while their fellows are flying 
around like moths about a flame. They 
are needed for their courage to look a 
problem in the face and solve it when 
others are literally turning tail and 
running. 


GREAT DAYS TO BE ALIVE 


These are great days to live and are 
invaluable to a man with a good share 
of his life before him. We are being 
exposed to more education in these few 
years than might ordinarily come to us 
in twenty-five years of more normal 
times. It depends upon each of us indi- 
vidually how much of this education we 
absorb. One of the older men in the 
writer's organization in speaking of the 
educational value of present-day experi- 
ences said to one of his younger asso- 
ciates the other day, “Young man, you 
have never lived through days like these 
before.”- To which the young man 
promptly replied, “No, and I haven't 
lived through these yet.” J. F. Sartori, 
for over forty years head of the Secur- 
ity-First National Bank of Los Angeles, 
said to a few young men in his bank the 
other day, “If you young fellows re- 
member some of the lessons that you are 
learning these days, you'll be worth 
something to somebody some day.” That 
statement was encouraging although a 
little indefinite as to “how much,” “to 
whom,” and “when.” But after all, if 
we really get down to cases, these are 
not bad days at all—they are really 





22 THE BANKERS MAGAZINE 


pretty good days as far as most of us 
are concerned. We have had steady 
employment or at least a living income 
from our business or profession while 
millions have been out of work. Of 
course, we have all undergone a consid- 
erable shrinkage in a financial way— 
that is we have if we owned anything 
two years ago. 

Now, I don’t want to minimize the 
gallons of perspiration that some of us 
have lost in connection with that shrink- 
age; but after all if what we owned two 
years ago was paid for, or if we were 
not over-extended in what we owed on 
it, that loss has so far been only a paper 
loss of a paper profit we thought we 
had. That realization has been trying 
enough in individual cases, but, except 
as to those of us who couldn't hold out, 
or who ran because of our fear, the 
necessary readjustment which we must 
make is primarily a mental and psycho- 
logical one. As to those of us who 
owned and still own any of our best 
local or national stocks, if we had sold 
at the peak, it isn’t likely that the stock 
we would have then bought with the 
money would have decreased any less in 
value. But you may say, “Suppose I 
had sold at or near the peak and applied 
the proceeds on my debts?” You would 
think of that today—and in the next 
boom market you may sell some stocks 
at the peak and you may reduce or 
clear up your indebtedness if you have 
learned one of the lessons of the last 
twenty-four months—but two years ago 
you wouldn't have thought of selling 
anything. If you had thought of it, 
you wouldn't have done it for fear you 
were not yet at the top of the market. 
If you had sold anything, you wouldn’t 
have paid it on your debts, for you were 
too all-fired smart and too cocksure 
about how much money you could make 
with that money by buying something 
else. 

As a matter of fact, I am very largely 
speaking for myself but am using the 
word “you” to make it sound more im- 
personal. We hear a lot about market 
price these days, and yet all of the stock 


of the best corporations which is sold 
on the market constitutes only a small 
percentage of the whole, possibly 20 to 
30 per cent. at the outside. It is this 
same percentage which is kicked back 
and forth between “hit and run” buyers 
under the impetus of urgent and fre- 
quently unconscionable activities on the 
part of “bull and bear” brokers who are 
interested only in the commissions on 
the sales. Most of the stock of our best 
corporations is not for sale at any price. 
Tt is owned and held by permanent in- 
vestors who believe in its intrinsic value 
and do not measure that by market 
price. One of the lessons we have 
learned is not to try and “beat the mar- 
ket,” which after all is simply gambling, 


with the percentage running about 
ninety-eight to two against us. We have 
learned to invest (which means buy and 
pay for) in securities which we believe 
have intrinsic value and which we are 
satisfied to own over a period of time 
largely irrespective of the fluctuations in 


market prices. 

One of the best things about a period 
of the kind we are passing through is 
that it frees us from the shackles of over- 
expansion. Over-expansion in our per- 
sonal and our financial life—as indi- 
viduals, as institutions and as political 
entities. Over-expansion breaks people, 
institutions, communities and nations. 
You say that is nothing new—that it is 
the mere statement of a platitude. But 
there is a new element in that statement 
in the light of our recent experiences. 
We have had to make a new definition 
of what constitutes “over-expansion.” 
What seemed conservative obligations a 
short time ago have in some instances 
proved to be dangerous debts and in fact 
over-expansion. Yesterday it seemed 
normal and necessary’ to you and your 
wife and to me and my wife to over- 
expand, to meet or exceed the over-ex- 
pansion of our neighbor and his wife. 
The result was we over-expanded in 
food, clothes, homes, automobiles, en- 
tertainment—in a thousand and one 
ways which contributed nothing to our 
well being, and in fact in some ways 











interfered with our efficiency and in 
every way added financially to our bur- 
dens. 

Now that situation, as far as most of 
us are concerned, has been thoroughly 
“debunked” and in that process we have 
lost nothing worthwhile and have been 
relieved of a tremendous burden. A 
few years ago in some quarters it was 
almost “smart” to live beyond your in- 
come; now it is “dumb” and stamps one 
as undependable. I know a prominent 
business man in Los Angeles, head of a 
large industrial concern, who in the 
boom times a few years ago began draw- 
ing large sums of money out of his busi- 
ness to build a magnificent home. He 
was over-expanding. Our credit depart- 
ment took cognizance of it. They saw 
the handwriting on the wall. We in- 
sisted on the payment of the loans of his 
company to the bank while they could 
be paid. They were paid. Today that 
man is out both of his business and his 
home. Perhaps there was some excuse 
for over-expansion yesterday—there is 
none today. 


WHAT OF THE FUTURE? 


Far be it from me to attempt to be- 
come a prophet, and let me make it clear 
that from a “time when” standpoint I 
do not make any predictions at all. It 
would not be fairly stating the facts, 
however, if I did not say, that there are 
some present indications of a bettering 
in some respects of the general situation. 
Just for that reason we should not lose 
our heads. 

Representatives of the diversified busi- 
ness and professional life of the commu- 
nity, today, have possibly one of the 
greatest opportunities of our lives to be 
of real constructive service by supplying 
a part of the leadership that is needed 
each in our own sphere, whether large or 
small. To qualify for such leadership we 
must see today, in perspective with yes- 
terday and tomorrow; we must be larger 
than an individual personal misfortune or 
a single period of general depression. 
With the confidence born of this larger 
view of the situation, we can then order 
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our own lives and affairs so that our ut- 
terances and our actions are the results 
of our judgment, not of our emotions. 
We will then meet our present and fu- 
ture problems with a new courage, vigor 
and effectiveness. These same qualities we 


can then pass on to others. If we are 
too petty to be able to do this, we lack 
some of the essential qualities of real 
manhood. 

A few centuries ago people thought 
that there was only one world and that 
it was bounded by their nearest ocean. 
Today we smile at the thought. Are we 
of such small mental caliber that we 
think that our own particular petty 
period of depression is the only like 
period in the history of the world? Yet 
to hear some of us talk, one would al- 
most think that some of us believed that 
of all men of all times we are the most 
wretched and unfortunate, just because, 
after having pumped our balloon too full 
of air, it burst; just because after a 
period of outrageous inflation, we are 
having a period of readjustment and in 
that readjustment we are for a time 
swinging to low levels. 

I hear people say, “I know we have 
had depressions before, but this one is 
different—it is world-wide—look at 
China and India in the Orient, look at 
England, Germany, and Russia in 
Europe.” How is this for a clear ex- 


position of our present situation? 


It is a gloomy moment in history. Not for 
many years—not in the lifetime of most men 
who read this paper—has there been so much 
grave and deep apprehension; never has the 
future seemed so incalculable as at this time. 
In our own country there is universal com- 
mercial prostration and panic, and thousands 
of our poorest fellow citizens are turned out 
against the approaching winter without em- 
ployment, and without the prospect of it. 

In France, the political caldron seethes and 
bubbles with uncertainty; Russia hangs, as 
usual, like a cloud, dark and silent upon the 
horizon of Europe; while all the energies, re- 
sources and influences of the British Empire 
are sorely tried, and are yet to be tried more 
sorely, in coping with the vast and deadly 
Indian insurrection, and with its disturbed 
relations in China. 

It is a solemn moment, and no man can 
feel an indifference (which, happily, no man 
pretends to feel) in the issue of events. 
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That statement was not written yes- 
terday of today. It is, verbatim, a part 
of an editorial which appeared in Har- 
per’s Weekly on October 10, 1857. 

In the depression of 1873 the plan to 
found the City of Pasadena was defi- 
nitely and they thought finally aban- 
doned as being impossible then and 
forever. With a little of the light and 
perspective of history shed on it, it is 
perfectly clear to us today that while 
conditions then might have required a 
temporary postponement of the plan, yet 
it was possible to found a city there. 
How do we know it? Because the City 
of Pasadena was founded and stands 
there today in its beauty and splendor. 

As a boy in the 90’s I stood in a grove 
on the outskirts of Fresno and saw a 
part of Coxey’s army unroll their 
blankets to make camp for the night. 
They were a part of the army of unem- 
ployed marching on Washington to de- 
mand relief. Have you forgotten those 
days? 

In 1907 all sections of the country 
were in the throes of a financial panic of 
such extreme proportions that the banks 
could pay their depositors only with 
clearing-house scrip. 

Yes! We have had depressions be- 
fore, and some of them in many respects 
were far more extreme than anything 
we have undergone in the last two years. 
During those periods there were men 
and women who were ready to give up 
the ghost, and we foresaw in each such 
period the complete breakdown of our 
civilization, politically, financially, indus- 
trially, and culturally. Fortunately, in 
those days there were also “honest to 
God” men and women of intelligence 
and courage who could and did carry 
on, and by their example and their 
leadership brought themselves, their 
communities, and their nations out of 
the mire and on to solid ground. Hav- 
ing once reached the solid ground, public 
confidence returned, suspended activities 
were renewed, and advances were made 
to new and unprecedented levels in 
every phase of business, financial, and 

cultural life. That is what is going to 
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happen again. There is no question 
about it. It is just as sure as history. 

The business institutions of today, the 
communities in which we live, this state, 
and this nation are going on when you 
and I have left the fields of our life’s 
endeavor. We poor, puny human be- 
ings have only a few years at best in the 
short span of life, only a day when com- 
pared to eternity. The big question for 
us individually is whether in that day 
we played our parts like men, whether 
we had in us the kind of stuff that made 
us stand firm or run when faced with 
the problems of life. The world is go- 
ing on; some men with intelligence and 
courage are going to help carry it along. 
They are going to reap the material and 
spiritual rewards that go to the sur- 
vivors in victory. Other men, either be- 
cause they cannot or will not help, are 
going to be crushed under or cast aside 
as the world irresistibly moves on in its 
march of progress. 

In which class will we be found? 

If you were a citizen of any other 
nation in the world today, you would be 
warranted in saying, “Oh, if my country 
were only in the favorable position of 
the United States. If we citizens only 
had the opportunities politically, socially, 
industrially and financially that are open 
to American citizens. Oh, if we could 
only be relieved of the cross we bear 
and could take up their small burden.” 

All right. Where does this bring us? 

First: The world, our world and the 
other fellow’s world, needs leadership 
because a large proportion of its people 
and its leaders haven’t enough vision to 
see the way out and enough courage to 
tight their way out. 

Second: An intelligent survey demon- 
strates that basically our situation is not 
bad unless our own doubts and fears 
drag us down. 

Third: You and I are and have been 
relatively unhurt and are strategically 
situated for the present and for the fu- 
ture if we have the intelligence and 
courage to prove ourselves. 

There are many kinds of men. I mean 
just ordinary men like you and me, I 
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don’t mean supermen. Personally, I 
don’t believe there are any supermen. 
That is another one of the fancies that 
have been “debunked” in the last two 
years. But, I repeat, there are many 
kinds of men. Most men follow the 
crowd to a certain extent. Some follow 
any crowd—the mere flare of the torches 
and the shouts of the crowd arouse their 
emotions and away they go. Other men 
want to know what crowd it is and 
where they are going before they join it. 
It’s easy to know which kind is most 
easily led astray. Some men drive fast 
in a fog. Others slow down until they 
can see where they are going. The latter 
in the long run usually overtake the 
former in a ditch or wrapped around a 
telegraph pole. Some men cower with 
fear when faced with adversity. Other 
men square away and stand their ground 
until the emergency is passed. Some 
men cry out even before they are hurt. 
Others take blows without flinching. 
These are days when men are being 
tried out; days when they themselves 
and others learn what kind of stuff they 
are made of. One of the hard parts of 
our period of trial is that there is no 
dramatic setting or background for our 
battle, no music, no flashing of sabres, 
no roar of cannon; just a calm, quiet 
trial of mind, body, and spirit in our 
home life and in our daily social and 
business life. Either we are hopeful 
and courageous in these contacts or we 
are depressed and low. Either we are 
encouraging our fellows or we are dis- 
couraging them. Either we are helping 
to improve the situation by showing con- 
fidence and assurance, or we are making 
matters worse by evidencing doubt and 
uncertainty. Either we are pointing out 
the rift in the clouds on the horizon or 
we are calling attention to the dark spot 
just overhead. In these and a thousand 
other ways we are day by day writing 
our own record in letters of indelible ink. 
There are two men out on the ocean 
on a sailing craft. A storm breaks upon 


them. The wind screeches about them. 
The waves crash over the bow and surge 
across the decks. The light craft is 
tossed about like a cork. One man turns 
pale, then sallow, and goes below. You 
say he is seasick. I don’t care what is 
the matter with him and I don’t care 
whether it is his fault or whether it is 
not. The big thing is that he has proved 
himself unfit in an emergency. He has 
failed in a crisis and he is of no use to 
himself, his comrade, or his ship. But 
what of the other man? Has he failed 
too? Oh, no! Deprived of the help he 
had a right to expect from his comrade, 
confronted with an emergency, with two 
men’s work to do instead of one, with 
his life and that of his friend at stake, 
he has risen to the emergency. With 
bare feet and bared head he stands on 
the deck one brief instant while he sur- 
veys the situation and determines his 
course. Then action and such action as 
he has never known before. Actually 
exhilarated at coming to grips with the 
powerful forces of nature, with super- 
strength he lashes the rudder firm, single- 
handed reefs and hauls down, binds and 
makes fast the sails and then, impervious 
to the wind, the waves and the elements, 
he rides the storm out and brings his 
boat and his companion into port. Then 
in after years as he sits around the fire 
in the evening smoking his pipe, he tells 
his children and his grandchildren about 
it, not as a terrible experience which he 
shudders to recall, but as one of the 
happy recollections of his earlier years, 
as one of the days when he was con- 
fronted with danger and unflinchingly 
met and overcame it. 

Today let’s start to write a ovetter 
record for ourselves. Let’s determine to 
do our part in bringing our ship into 
port. Our ship is our home, our family 
life, our business and social life, our 
civic, state and national life. Let us 
prove ourselves, and demonstrate to our- 
selves and to our fellows that we are 
men with clear minds, calm nerves, 
sound bodies and courage under fire. 





Colonel Ayres Recommends 
for 1932 — 


recommendation for 1932 of 

Colonel Leonard P. Ayres, vice- 
president of the Cleveland Trust Com- 
pany, as expressed in his annual ad- 
dress before the Cleveland Chamber of 
Commerce. And he recommended it 
for individuals, corporations, and govern- 
ments. 

“Two principles appear valid as 
guides in the formation of policies, 
whether personal or corporate, in 1932, 
he said. “The first is that operating 


Bm your budget” is the 


budgets should be balanced. This means 
that income should be coaxed up, and 
outgo should be pared down, at what- 
ever cost of thought and effort, until 
the two accounts overlap and leave at 
least a little margin on the credit side. 
It involves calling a halt to the piling 


up debts, and making progress in pay- 
ing them down. This policy is the 
valid objective for the national govern- 
ment, the state, the muncipality, the cor- 
poration, the church, the club, and the 
family. 

“It will not do to think that we can 
wait until business recovery makes pos- 
sible the adoption of this policy. The 
order of events is the other way around. 
Prosperity will return when millions of 
individual men and women resolutely 
grapple with existing conditions, and use 
them as a foundation from which to 
build for the future. Business recovery 
cannot be conjured into being by the 
enactment of some all-inclusive legisla- 
tion. The volume of employment will 
increase in proportion as individual busi- 
ness units so re-order their affairs as to 
enable them to operate at a profit. 
Business can operate successfully at the 
new and lower price levels when once 
it has adjusted its operations to them. 

“The second guiding principle is that 
in a time of readjustment to lowered 
price levels hopes for speculative profits 
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should be relegated to very subordinate 
positions. This applies alike to hopes 
for speculative gains in land, in com- 
modities, and in stocks. It is not equally 
true of bonds. Even in periods of ris- 
ing commodity prices stock speculation 
is the most laborious form of acquisitive 
enterprise. When general readjustment 
to lowered commodity price levels is un- 
der way successful speculation is ren- 
dered doubly difficult. This country is 
over-equipped with speculative facilities, 
and its people are over-imbued with the 
speculative spirit, both ill-adapted to 
present conditions. 

“Custom sanctions attempts at this 
time of the year to forecast probable 
business developments of the new year 
This time it seems possible to make such 
forecasts only within closely restricted 
limits. This depression and this busi- 
ness cycle are so exceptional in charac- 
ter in so many diverse respects as to make 
it quite unsafe to assume that serious 
forecasts can be made concerning such 
concrete matters as the output of automo- 
biles, the production of steel, the volume 
of new construction, and the probable 
trend of security prices. There still re- 
main too many unsettled situations 
abroad that are highly important, darkly 
obscure, and thoroughly unpredictable. 

“Tt does seem probable that a year 
from now industrial production, railroad 
loadings, and factory employment will be 
recorded in greater volumes than they 
are at present. Gold exports will prob- 
ably be smaller, money in circulation less, 
and bank failures fewer in 1932 than 
this year. Commercial failures will 
probably be more numerous. Dividend 
payments are likely to be less, and the 
cost of living and the average earnings 
of industrial and railroad employes lower. 
Among series likely to advance may be 
included brokers’ loans, and the produc- 
tion of electric power.” 





The Custodian Service of Banks 


The Public Is Too Little Informed as to This Type of Service 
Which Most Banks Are Equipped to Perform 


By Rosert H. Loomis 
Loomis, Sayles & Company, Inc., New York 


HILE it may be surprising, it 

\X / is nevertheless a fact that the 

great majority of  security- 

owners are not familiar with the advan- 

tages available to them through the 
custodian services of 
banks. Experience 
with hundreds_ of 
clients convinces us 
that this is true. It is 
a regrettable condi- 
tion, because this 
banking service is one 
of very real aid and 
often of cash value to 
the _security-owner. 


There is no way of 
estimating the actual 
loss to investors who 


ignore this service, 
but it undoubtedly 
runs to vast sums 
annually. 

Most persons ap- 
preciate the impor- 
tance of keeping 
securities in a safe 
manner, but the gen- 
eral form which that 
realization takes is the renting of a safe 
deposit box. Such a box is undoubtedly 
perfectly safe, but nowadays this is not 
enough. Securities are just as safe in 
the custodian service of a bank, and 
their owner enjoys several other impor- 
tant advantages. Nor is this true only 
in big cities; the service is available 
throughout the country. 

The man who opens a custodian ac- 
count with a bank relieves himself of 
the detail and worry connected with the 
actual physical care of his investment 
holdings. There is no formality about 
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starting the service; one simply delivers 
the securities to the bank, receives a re- 
ceipt therefor, and gives the bank in- 
structions as to handling the capital and 
income. He may give any subsequent 
instructions by mail, 
telegraph, or tele- 
phone. Thus, he may 
go abroad without 
paralyzing all activity 
in his security list. 
The client retains 
full ownership of his 
own securities; he 
does not surrender 
any control over them 
and he does not be- 
come a creditor of the 
bank. The bank 
places the securities in 
a special vault under 
a special account, 
keeping them  sepa- 
rate and distinct from 
its own holdings. In 
the event of any 
cessation of the bank’s 
other activities, the 
custodian service con- 
tinues uninterrupted. Aside from the 
matter of safekeeping, the custodian 
service is important because it insures 
constant attention for all recurrent de- 
tails—such, for example, as clipping 
coupons. If it should seem improbable 
that anyone can forget to clip his cou- 
pons, one has but to consider the millions 
of dollars regularly held by the Treasury 
Department for Liberty Bond owners 
who do not present their bonds for ten 
or twelve years after the bonds are 
called. Four months after the second 
Liberty Loan was called, nearly $60,- 
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000,000 was thus outstanding, repre- 
senting close to a million dollars in lost 
interest. 

One bank tells of a wealthy indi- 
vidual who did not use the custodian 
service and who borrowed $1000 from 
the bank to pay current bills. Upon his 
death not long afterward, his safe de- 
posit box was found to contain unre- 
deemed coupons to the extent of $85,- 
000. On this idle sum he had been 
losing $4000 annually in interest. 

From the viewpoint of investment 
counsel this banking function is of 
definite value. Clients are urged to es 
tablish it. In case of a client’s absence 
when changes are to be made in his ac- 
count, the convenience and dispatch of 
the custodian service are evident. In 
management accounts, when investment 
counsel has power of attorney and sends 
instructions to the bank, we have had 
abundant first-hand experience of the ex- 
cellent service rendered. 

Nearly all the banks have an experi- 
enced and well organized department for 
the sale and purchase of securities. Con- 
scientious service by this department in 
finding a market for obscure and unlisted 
items is particularly helpful. 

Some of the detailed services available 
through the custodian function are: 

Collection of all income. 

Notification of conversion privileges. 

Information as to rights. 

Notification of redemptian dates. 

Information on reorganizations, etc. 


Clear and intelligible monthly accounting, 
with a record of all capital and income trans- 


actions. This is of great value for income 
tax purposes, eliminating as it does the 
client’s personal labor in collecting data from 
a number of varied sources for the annual 
Government report. 


The custodian service is never taken 
advantage of by the bank to influence 
the client in any way. Men in these de- 
partments are of a high type and asso- 
ciation with them is in every way satis- 
factory. 

In consideration of the service, the 
cost is exceedingly modest. Some banks 
base the fee upon a flat percentage on 
income, and some on a flat percentage of 
par value. In either case, on accounts 
up to $500,000, the fee approximates 
one-tenth of 1 per cent. yearly. On 
accounts between half a million and a 
million dollars, the fee amounts to one- 
fifteenth of 1 per cent. Thereafter it 
becomes smaller as the account increases 
in size. Bills are rendered twice yearly, 
and the fee is deducted from either the 
income or the capital account, according 
to the client’s instructions. We believe 
this is a correct charge to the capital 
account because of the saving often 
effected. 

It is interesting to note that the fee 
is deductible from the income tax, be- 
cause it is classified as a capital expense. 

The more widespread the use of the 
custodian service becomes, the better for 
holders of securities. Once investors 
have given custodian work a trial they 
seldom thereafter wish to do without it. 





Why the Living Trust? 


There Are Many Arguments in Favor of the Living Trust to 
Conserve Property and to Relieve Holders of 
Worry and Responsibility 


By RoBert G. STEPHENS 
Vice-President Central Hanover Bank & Trust Co., New York 


LIVING trust may be defined as a 
A arrangement whereby one, 
still in life, transfers money or 
other property to a trustee, who invests 
and cares for it, pays the income to 
designated beneficiaries for stipulated 
periods and, finally, distributes the prin- 
cipal as directed by the creator of the 
trust. 

Under such an arrangement (called a 
living trust to distinguish it from other 
forms of trusts created by will, agree- 
ment, or otherwise, but intended to take 
effect only at the death of the testator 
or trustor), the legal title and possession 
of the trust property is in the trustee, 
while the beneficial or equitable title is 
in the beneficiary. 

All of the safeguards and facilities of 
the trust company are available to the 
creator of a living trust. The experience 
and knowledge of the trust organization, 
and its constant attention to invest- 
ments, serve to free the donor’s time for 
other matters, leisure, travel, and the 
pursuit of happiness, relieved from 
worry and details. If corporate man- 
agement be good for property after 
death, why not equally desirable during 
life?—particularly since it may be had 
for the same cost as if the trust were 
effective only at death. And the grantor 
under such an arrangement can provide 
in the trust agreement that he may re- 
gain part of the trust property, or re- 
voke the trust entirely, during his life, if 
he wishes, 

The problem of investing funds wisely 
is becoming increasingly difficult. The 
very complexity of corporate finance has 
become unintelligible to the layman. The 
experience gained by the public since 


1929 has convinced a great many per- 
sons of the desirability of investment 
supervision of their securities by an ex- 
perienced organization of disinterested 
experts, who are constantly seeking in- 
formation concerning the various ¢lasses 
of investments with which their trust 
accounts are concerned, examining the 
operations of companies whose securities 
are involved, and keeping informed of 
the economic factors affecting the scope 
of their operations, advising on market 
trends and the like. 

The security experts of the representa- 
tive trust companies are constantly fol- 
lowing and steadily reviewing each in- 
vestment in the trust portfolios—calling 
attention to information, often beyond 
the reach of the average layman, and 
applying that information to the invest- 
ments in the trust, changing, or retain- 
ing each security as the investment com- 
mittee of the trust company, or the 
grantor of the trust, should he desire to 
be consulted, may direct. 

The public, weary and worn by de- 
pression and shrinkage in their invest- 
ments, fearful lest they commit further 
errors of judgment, and confused by 
rumors and irresponsible propaganda, are 
turning to the responsible trust com- 
panies for refuge. Having been tossed 
about in the storm of speculation, they 
now seek the harbor of safety and re- 
sponsibility. 

Investment supervision and security 
analysis, offered by the responsible cor- 
porate fiduciary, assures to the grantor 
of a living trust that information gath- 
ered by the trust company’s organization 
will be instantly applied—when most 
effective to protect his interest. The 
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regular, systematic review of all securi- 
ties in a living trust, and the investment 
and reinvestment of the trust fund, in a 
strong well-balanced program, by an im- 
partial authority having no interest in 
the securities passed upon, except for 
the welfare of the trust, constitutes a 
strong and growing appeal to the pub- 
lic. Prompt attention to called bonds, 
maturing securities, changes in capital 
structure such as stock dividends, rights, 
split-ups, exchanges, and so forth, often 
saves the trust considerable loss and re- 
lieves the owner of endless annoyance 
and detail. 

Professional men and others whose 
work demands their full time and 
energy, as well as women and men who 
are inexperienced or unable to cope with 
the intricacies of the financial mart, have 
found, in the security service of the 
modern trust company, a loyal and efh- 
cient financial secretary, whose services 
are best and most economically available 
through the medium of the living trust. 


ESTATE SHRINKAGE 


Perhaps the principal pecuniary ad- 
vantage to the donor in creating a living 
trust, lies in the minimizing (and in 
some cases the complete saving) of in- 
heritance taxes, executor’s and trustee’s 
fees, probate court and attorney's fees, 
charges of appraisers and experts of all 
kinds, and the thousand and one ex: 
penses incident to the administration of 
an estate, through the probate court, 
under a will. All of this expense we 
sometimes refer to, collectively, as “estate 
depletion” or “estate shrinkage.” In the 
administration of the estate of a certain 
wealthy man, the depletion, due to taxes 
and administration expenses, was re- 
ported to be 40.2 per cent. According 
to report of a survey conducted by one 
of the large New York trust companies 
upon some thirty thousand estates and 
based upon Federal Government reports, 
the average shrinkage upon the death of 
one person was found to be 18 per cent. 
of the gross, estate. 

To illustrate the importance of this, 
let us assume the hypothetical case of 


John Doe, who has a wife and a married 
daughter with several children. Having 
perfect confidence in his wife, he leaves 
all of his property to her under his will, 
with the understanding that, at her 
death, it shall be passed along to the 
daughter. This purpose Mrs. Doe faith- 
fully carries out under her will, pro- 
bated six years later. The daughter, in 
turn, wills the remainder of John Doe’s 
property to her children. Let -us see 
what has happened. Estate shrinkage 
upon John Doe’s death of 18 per cent. 
Estate shrinkage upon Mrs. Doe’s death 
of 18 per cent. and a similar shrinkage 
of 18 per cent. upon the death of the 
daughter. In all, a cumulative depletion 
of practically 50 per cent.; so that only 
approximately half of John Doe’s prop- 
erty eventually reaches his grandchil- 
dren. As these items of taxes and ex- 
pense had to be paid in cash, we can 
only hope that John Doe died possessed 
of cash and Government bonds; other- 
wise his estate was probably wrecked by 
the efforts of the several executors to 
raise the cash. 

A living trust might have been created 
by John Doe with a responsible trust 
company, for the benefit of his wife, 
with the further provision that, after 
her death, the income be paid to the 
daughter for life, and that, upon the 
daughter’s death, the trust be distributed 
to her issue (his grandchildren). This 
plan would have fully protected John 
Doe’s dependents, and would have saved 
practically all the shrinkage referred to. 
All taxes and expenses would have been 
eliminated, except the trustee’s modest 
commission. In addition to the substan- 
tial saving in money, John Doe’s wife 
and daughter would have been pro- 
tected, under a living trust, against loss 
of their property through inexperience 
and bad judgment. This is, of course, 
also true, to a somewhat more limited 
extent, of a testamentary trust; which 
would not however have saved the 18 
per cent. shrinkage upon John Doe's 
death. 

You may vary these figures in indi- 
vidual cases, conforming to the laws of 











the several states, but you will find that 
the living trust always accomplishes 
great economies in passing property from 
one generation to another. 

The saving of inheritance taxes upon 
the grantor’s demise, under present con- 
struction of the Revenue Act, can be 
accomplished by the irrevocable form of 
living trust, where the income is payable 
to someone other than the grantor; pro- 
vided the trust is established more than 
two years prior to death of grantor. 
The beneficiary might have the right to 
revoke such a trust. 


TAXATION AND ESTATE CONSERVATION 


Another advantage of the living trust 
is the opportunity it affords the donor 
to set his house in order during his life- 
time, and to observe the work of the 
trustee in the management of the trust 
fund. Guided by the investigations and 
advice of the trust company, he may 
direct the elimination of weak invest- 
ments from the trust portfolio and the 
placing of the proceeds in strong invest- 
- ments, which would not have to be dis- 
turbed by reason of his death. In a 
time of depression, the necessities of ad- 
ministration and distribution often com- 
pel forced sales, causing deplorable losses 
to an estate. 

The tax laws of America are chaotic. 
Both Federal and state legislative bodies 
are faced with ever-increasing budgets, 
and are constantly increasing the bur- 
dens of taxation in this country. 

In England large estates are being 
practically confiscated by income and 
property taxes during life, and inheri- 
tance taxes at death. A news item re- 
cently brought an account of the cele- 
bration at Glamis Castle, in Scotland, of 
the fiftieth wedding anniversary of the 
Earl and Countess of Strathmore, father 
and mother of the Duchess of York. 
Upon this occasion, the Earl is said to 
have stated that empire and local taxes 
were taking eighty of every hundred 
pounds received by him, and the imposi- 
tion of the new land taxes would prob- 
ably force him to give up the ancestral 
home occupied by his family for more 
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than two hundred and fifty years. Other 
countries may in time find it necessary 
to impose heavier taxes upon inheri- 
tances. 

The various state and Federal tax 
laws, with their attendant rulings and 
varying constructions, are numerous, 
confusing and highly complex. They 
are constantly changing, requiring ex- 
pert knowledge and ability. 

Many stocks and bonds are taxable for 
inheritance tax purposes at their assessed 
valuation in several states, and when the 
total is added up it often takes an alarm- 
ing percentage of the estate. Releases 
have to be secured from the tax authori- 
ties of the various states before securi- 
ties of companies operating in those 
states can be sold or transferred. These 
delays are numerous, costly, and vexa- 
tious. In one estate, releases had to be 
obtained in twenty-nine states. These 
taxes, as well as the Federal tax, must be 
paid in cash, regardless of the character 
of property in the estate—good, bad and 
indifferent. Sometimes the best invest- 
ments have to be sacrificed to provide 
the cash for taxes. By creating a living 
trust, the securities are transferred to the 
corporate trustee, or to its nominee, 
while the grantor is living, and there- 
after fewer tax difficulties are met with 
in connection with the transfer and sale 
of the securities in the trust. 

In addition to so-called “death” taxes, 
burdensome local property taxes can be 
greatly minimized by means of a living 
trust, created under the laws of another 
state, the tax policies of which are fav- 
orable to personal property. The owner 
of securities may often eliminate burden- 
some local taxes within his own state, in 
this manner, since the situs of person- 
alty, for purposes of taxation, would 
change to the state in which the trust is 
to be administered. 

Similar economies may also be effected 
in income taxes, both Federal and state, 
by proper forethought in the establish- 
ment of a living trust. 

It has been said that everyone leaves 
a will. This is not literally true, of 
course. The saying arises out of the 
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fact that in the case of a person dying 
intestate the state distributes his prop- 
erty, according to its statutes of descent 
and distribution, among his legal heirs. 
In either event an administration is 
necessary involving court proceedings, 
expense, delay and the spreading of the 
decedent’s affairs upon the public 
records. 

One of the strong appeals of the liv- 
ing trust lies in the fact that it elimi- 
nates the necessity for court administra- 
tion with all of its vexatious and 
annoying formalities, expense and pub- 
licity. The trust agreement is a private 
document, the terms of which need be 
known only by the trust company, the 
donor, and the beneficiaries. It does not 
have to be recorded, consequently the 
purposes of the donor are not spread 
upon the public records and there ex- 
posed to the eager and curious gaze of 
newspaper reporters and a_ sensation- 
seeking public. This cannot be avoided 
in connection with a will or testamen- 
tary trust. Public accountings to court 


are not required in the case of a living 
trust; thus, much expense and undesir- 
able publicity are avoided. 

The legality of a living trust is more 
difficult to contest successfully than the 


legality of a will. The laws of descent 
and distribution, and the formalities at- 
tending the execution of wills, do not 
apply to a gift made during life by deed 
of trust. The failure of disgruntled heirs 
to attack the trust during the life of the 
donor is a form of laches, which usually 
serves to estop them from setting aside 
a properly executed deed of trust, after 
the death of the grantor. 


CONSERVATION OF PROPERTY 


In conclusion, I would emphasize 
what I consider the most important value 
of the living trust to the public, over 
and beyond all pecuniary gain, savings 
in taxes, estate shrinkage, avoidance of 
publicity and possible litigation at death, 
and freedom from annoying labors dur- 
ing life—all of this, important as it is, 
does not outweigh the service of the liv- 


ing trust in safeguarding and conserving 
the property of the living generation. 
Experience has taught individuals ca- 
pable of accumulating wealth, the difh- 
culty of conserving wealth when created. 
The late Judge Thomas Mellon, father 
of the present Secretary of the Treasury, 
admirably expressed this thought in these 
words: 


“According to my experience, it is more 
difficult to keep wealth when you have it, 
than to accumulate it. Fluctuations in value, 
panics, unjust laws, mal-administration of 
Justice, frauds, accidents and the constant im- 
portunity of schemers, as well as grinding 
taxation and other influences, lead constantly 
to the disintegration of wealth. More 
especially is this so at a period of life when 
the masterly spirit is weakened and the stimu- 
lus of success no longer allures to renewed 
exertion and we are more inclined toward 
repose than activity. In this condition we 
are more likely to lose than gain. I now 
no longer wonder at so many of my business 
contemporaries having acquired wealth in the 
prime of life and letting it slip through their 
fingers in old age. Without prudent children 
or others competent to guard it, it is a natural 
consequence that a man’s wealth will begin 
to waste away with his mental and physical 
energies. 


Once, some years ago, it fell to my 
lot to offer for probate the will of a man 
who was formerly a financial power in 
the city in which he lived. His will, 
prepared at the height of his financial 
career, was left unchanged. It under- 
took to dispose of a large estate, which 
he did not possess at the time of his 
death. The munificent bequests he so 
generously provided for his loved ones, 
and for charitable causes, were in pitiful 
contrast to the ashes of his former 
wealth which came into the hands of 
his executor. How different would have 
been the fate of his wife and children, 
if, years before, when that will was ex- 
ecuted, he had created a living trust in 
their favor. Indeed, though scornfyl of 
financial danger, he might even have 
secured his own future. 

Lord Byron speaks of one: 


“Whose hair was white, 
But not with years, 
Nor grew it white in a single night, 
As men's have grown from sudden fears.” 
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Many sensible men, first experiencing 
bitter adversity, have at last amassed a 
fortune only to find themselves chained 
to their possessions as surely as was the 
Prisoner of Chillon chained in his dun- 
geon—constantly haunted by the spectre 
of a poverty-stricken old age. Statistics 
prove how few persons escape depen- 
dence upon others in the winter of life. 
Surely to such people, the living trust 
offers escape from bondage and safety 
in old age. It affords leisure during the 
mature years of life, keen enjoyment of 
the amenities thereof, freedom from the 
grinding annoyances of property respon- 
sibility and management, coupled with 
a sense of security, in latter years, that 
could be assured in no other way. 

Men whose faculties are keen enough 
to build a fortune, are often sensible 
enough to realize that, as they grow 


older, the experience acquired in their 
younger years may no longer meet 
changed conditions of another day. They 
realize that they may mistake the “tide, 
which taken at the turn, leads on to 
fortune” and be swept away in the 
undertow of financial adventures of 
their old age. How often have we wit: 
nessed the financial misfortune of a once 
prosperous neighbor and said of him: 
“If only he had put some of his money 
in trust—at least protected his wife and 
children!” In the midst of this financial 
crisis of crises through which we are 
now passing, thoughtful men, aware of 
the tricks played by financial fate, are 
learning the value of living trusts—re- 
membering the words of John Bunyan, 
who, upon seeing an unfortunate fellow 
being led to the gallows, exclaimed: 
“There, but for the grace of God, goes 
John Bunyan!” 


What They Say 


RELYING ON FUNDAMENTALS 


“To visualize the trends of any new 
year is difficult, even under ordinary 
circumstances. With all the problems 
that exist today, with their dominating 
influence on our economic situation, 
any expression of opinion can have no 
basis of fact. 

“It seems to me, however, that we 
are well justified in casting aside these 
problems, important as they are, and 
controlling, as they undoubtedly do, 
our immediate future, and in relying 
upon two far more fundamental facts 
upon which the foundation of industry 
is built, viz., the desire to possess and 
the willingness to work to possess. The 
mere fact that the economic machinery 
we are using to capitalize these funda- 
mentals is more or less out of order, is 
inconsequential. In due course it will 
be repaired and thereby strengthened. 
It seems to me that those thoughts, 
elementary as they are, should provide 
the strongest basis of confidence for the 


future.”—Alfred P. Sloan, Jr., president 
General Motors Corporation. 


STUDY THE PAST 


“No impartial student of history can 
make even the most casual study of the 
development of this country without 
coming to the conclusion that those 
political theories and practices, arising 
frequently in depression, and under 
which a government assumes the role 
of a guardian or policeman to industry, 
agriculture and commerce, not only 
retard progress, but frequently bring 
certain disaster. Beset on every side 
by economic difficulties, we are prone 
to listen to catch phrases and _half- 
thought-out legislative solutions for our 
problems. 

I suggest that we study carefully the 
economic development of this country 
in the past. For out of such a study 
would grow better judgment and a 
better understanding of our economic 
order. It would help to restrain men’s 
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economic excesses in times of prosperity; 
it would give them a more constructive 
viewpoint in periods of depression; and, 
lastly, it would demonstrate conclusively 
the folly of unwise legislative tinkering 
with our economic machinery.”—Craig 
B. Hazlewood, vice-president First Na- 
tional Bank of Chicago. 


RESTORING CONFIDENCE 


“The matter of confidence in our 
banking structure is of paramount im- 
portance. The National Credit Corpo- 
ration, by affording the means of con- 
version of essentially sound assets 
into liquid funds, is restoring this con- 
fidence. Perfectly sound institutions 
which have exhausted their power for 
borrowing directly or indirectly at the 
Federal Reserve, will now be able to 
turn to the corporation for assistance 
in meeting runs. When the public 
realizes that a bank can meet all de- 
mands there will be no sense in with- 
drawing deposits, especially in view of 


the higher interest rates that banks are 
now paying on deposits. Thus, hoarded 
money will tend to return to the banks 
and into circulation and the strain on 
our banking system will be over.”— 
Howard S. Hoit, senior partner of Hoit, 
Rose & Troster, New York. 


THE ART OF CREDIT 


“Judicious use of credit automatically 
implies a keen sense of proportion 
and the ability to supplement an in- 
dividual’s own resources with the re- 
sources or capital of other persons in 
a manner which will conservatively and 
constructively improve the income or 
the status of the user of such credit. 
This is the real art of credit and the 
art which is now becoming apparent to 
increasing numbers of individuals who 
are coming to realize that something 
borrowed is something which must be 


paid back and if, in the interim, it has 
not produced tangible benefits in one 
form or another, it is only irksome and 
an annoying process ‘not worth the 
trouble.” "—-Walter W. Head, president 
Morris Plan Corporation of America. 


BETTER SENTIMENT 


“It seems probable that an interlude 
of better sentiment coupled with a 
cessation of liquidation will occur over 
yearend. There is a possibility, also, 
especially if rail labor wages are soon 
reduced, that December 17 marked an 
effective bottom in bond prices. We 
cannot entertain, however, a_ similar 
conviction with respect to common 
stock prices. It is inevitable that divi- 
dends of a number of important indus- 
trial companies must be cut or passed 
in early part of 1932. Doubtless, stock 
market has reached a stage where 
(1) swift climatic declines are no longer 
possible, and (2) individual or certain 
groups of stocks may have come close 
to completing their bear market moves. 
Nevertheless, it is our opinion that long 
range accumulation can be effected 
more advantageously somewhere in the 
time area of February-May 1932.”°— 
Paine, Webber & Co., New York. 


THE BEST REMEDY 


“If the bankers of the country would 
help these enterprises (the’ many thou- 
sands actually operating at a profit) 
by extending credit to them when they 
need it, they would do more to restore 
the economic well-being of the whole 
country than all the other remedies 
combined. To the degree in which the 
bankers refuse credit to them in order 
to extend it to some of the over: 
expanded relics of the boom, they will 
delay recovery.”—Ralph Borsodi, of the 
Borsodi Analytical Bureau, Inc. 





Co-Mingling Funds for Investment 


A Plan That Has Many Advantages for the Investor and Pro- 
vides Operating Economies for the Bank 


By GrorcEe C. BARCLAY 
Assistant Vice-President City Bank Farmers Trust Company, New York 


since City Bank Farmers Trust 

Company of New York created its 
first experimental mingled fund. It was 
about two years ago that, the develop 
ment stage being over, it announced to 
the general public its plan of uniform 
trusts. 

There are a large number of angles 
to the conduct of a trust company that 
are of major importance to its successful 
operation. The solicitation of new busi- 
ness, the mechanism for handling ac- 
counts within the company, relationships 
to clients and to attorneys—all must be 
constantly considered and reconsidered 
with the most careful thought and atten- 
tion. But these are all means to the 
ultimate end. What all trust companies 
are in existence for is to care for and 
manage the property of others. If we 
do not make a success of this under- 
taking, all the rest goes for nought. 

One serious drawback to the expansion 
of trust company service has been that, 
as at present constituted, it is in practice 
available only to persons of large or 
moderate means. If it is to have the 
meaning and influence in this country 
which we all hope for and look forward 
to, it must be extended to the small 
investor. Later on I will describe how 
the mingled fund makes this extension 
possible, but will first discuss its applica- 
tion to the investment problems of the 
trusts with which we are all familiar. 


[: IS a little over three and half years 


MANAGEMENT OF PROPERTY 


Everyone knows that a trustee’s pri- 
mary duty in the management of prop- 


Based on an address before the Pacific Coast 
Trust Conference. 


erty is to provide safety of principal, 
but this duty is infinitely harder to per- 
form than to state. Of course a large 
trust can be adequately safeguarded by 
broad diversification of its investments 
within its own segregated limits. But 
with a small trust it is a different story. 
The trust with $50,000 or less of assets 
raises a serious investment problem. 
Probably no one would consider diversi- 
fying it to a greater extent than to 
purchase for it ten different mortgages 
or bond issues averaging $5000 per 
group. That means that if one invest- 
ment goes bad, the trust may take a 
loss of 10 per cent., where a large trust 
might limit its loss to 1 per cent or 2 per 
cent. Clearly the situation should be 
reversed. The small trust cannot afford 
to lose 10 per cent., while in the case 
of the large one, though the loss might 
seem great in dollars, the result to the 
beneficiaries would not be so serious. 

It is not alone necessary to preserve 
the original dollars of a trust’s assets; 
the trustee must also endeavor to con- 
serve their original purchasing power. 
Everyone knows that up to 1929 the 
purchasing power of the dollar had been 
generally declining for more than thirty 
years. There were innumerable cases 
where trusts were set up and invested 
in bonds the income from which was 
intended to care for the requirements 
of the beneficiaries in accordance with 
conditions as of the time the trust was 
created. Ten or fifteen years later this 
income was totally inadequate to meet 
the beneficiaries’ requirements. Today 
the trend has been reversed, the dollar 
is worth more and a smaller number 
of dollars than were placed in a trust, 
say in 1929, will purchase the same 
amount of goods and services. In course 
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of time the pendulum is bound to swing 
the other way again. 

The problem, therefore, was to find 
a means of spreading the risk of loss 
of the dollars of a small trust’s assets and 
at the same time to preserve the pur- 
chasing power of its income. In casting 
about for a solution it was natural to 
turn to the example of the insurance 
companies. Here was a business which 
in twenty-five years had risen from a 
very low ebb to a position of pre- 
eminence. Granting the importance of 
able management and state supervision, 
it must nevertheless be conceded that 
the growth of the insurance business 
has been largely due to the soundness 
of its fundamental principle of spread- 
ing the risk. The reserves of the great 
insurance companies are in effect huge 
mingled funds. They are mingled funds, 
however, in which the participants have 
no segregation of legal interest such as 
has always been deemed necessary in 
the case of trusts. It was not difficult, 


however, to find a way around this 
obstacle, either by obtaining the trustor’s 


consent to the combination of his assets 
with those of others for the purpose of 
investment or by achieving the same 
effective result through the use of a 
corporation. 

So far as I am aware there is no 
composite fund now in operation in 
which the legal status of each participat- 
ing trust is not kept entirely separate 
from that of all the others. There is 
no mingling of trusts, but rather of the 
assets of the trusts, and these are united 
for the purpose of investment only. 
Through stock ownership or by an 
accurate accounting system the propor- 
tionate interest of each trust in the 
general fund can always be ascertained. 
The individual trust retains its own 
identity just as do individuals partici- 
pating in an investment pool. 

The mingled fund, therefore, is 
modeled on insurance principles. Its 
assets are invested in a wide variety of 
securities in which each participating 
trust has an exact proportionate interest. 
As the securities of the fund fluctuate 
in value, the worth of the trusts also 


fluctuates but each small trust will have 
such a minor ownership of each security 
that a loss in the case of any single one 
will be negligible. In a period of severe 
declines in the value of all investments, 
such as the present, when even bonds 
hitherto considered as immovable as 
Gibraltar have shown signs of weakness, 
it is inevitable that the whole portfolio 
will depreciate somewhat. But this is 
far better than the very great loss that 
would surely have come to some of the 
small trusts had their assets been segre- 
gated in a few securities, however care- 
fully chosen. 


ABLE MANAGEMENT EXPECTED 


It is one of the tenets of our organiza- 
tion that a man who entrusts his prop- 
erty to our care, either for his own 
benefit during his life time or for that 
of his family after his death, expects of 
us the best management of which we 
are capable. By this he envisages the 
personal attention to his affairs of the 
president and senior officers. All trust 
companies are organized so that trusts 
are being constantly reviewed, usually 
at comparatively short intervals by 
junior committees, and less often by 
senior groups. The physical. difficulties 
alone of reviewing a thousand trusts 
places a limit on the frequency that they 
can come before the president himself, 
except for special and unusual reasons. 
Yet even under normal conditions the 
best management is that which affords 
the most frequent reviews by the most 
experienced executives of the organiza- 
tion. This quality of management can 
be achieved through a mingled fund. 
The president is not required to struggle 
through a thousand separate accounts 
and then start over again. He has a 
single portfolio on his desk at all times 
and when he and his committee take 
any action it saves a thousand separate 
decisions. 

It may be ‘said that this is all very 
well, but is it possible or desirable to 
pattern all trusts to a single investment 
standard? We do not ‘believe that this 
is either necessary or desirable, for it is 
clear that there will always be trusts 
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for which a segregated status will be 
best. Nevertheless the more trusts that 
are invested in the mingled fund the 
shorter time it will take to review the 
others separately so that both partici- 
pants and non-participants will benefit 
greatly. 

Opinions differ as to what investment 
policy will give the best result in the 
care of trust property. In City Bank 
Farmers Trust Company we have tried 
to achieve as far as lies within our ability 
what we conceive to be the ideal policy. 
It seems to us that under normal con- 
ditions a trust should not only have the 
benefit of an investment scheme approxi- 
mately that of the average conservative 
man but that there may be definite dis- 
advantages in limiting too strictly the 
trustee’s investment authority. Manage- 
ment is an art, and not a science. It 
cannot operate under fixed rules nor 
should it be limited by rigid restrictions. 
To be successful it must always keep the 
property in a state of flux, ready to act 
as changing conditions require. Keeping 
one hundred bonds in the vault for the 
twenty-year duration of a trust is not 
management. There will be a time 
when sound judgment based on expe- 
rience will recognize that their market 
price is too high. They should be sold 
and the proceeds invested in some other 
security which can be purchased on a 
basis closer to its real worth, as indi- 
cated by the trend of business, money 
rates, etc. The intelligent shifting of 
the investments of a trust, not only as 
between specific individual securities, 
but also between different categories of 
investment media, seems to us the essen- 
tial of sound management. 

That is the theory we attempt to 
carry out in our mingled funds. We 
are never going to know exactly when 
money should be invested entirely in 
fixed income obligations of long or short 
maturity nor will we know when money 
should be invested in any other form 
of security to the extent of 100 per cent. 
to obtain the best results. Our expe- 
rience has definitely shown us that where 
a given amount of property can be 
diversified at all times with some mort- 


gages, some bonds of long and short 
maturity, some preferred stocks and 
some common stocks, we have formed 
a firm basis for management. Normally 
then, these funds will contain some of 
each type of investment security. The 
great emphasis is placed upon the pro- 
portions of each and in our management 
we attempt only to shift this emphasis 
from one category of investments to 
another as economic conditions change. 
This policy is definitely predicated on 
a long range point of view and its 
fundamental principles need not neces- 
sarily be varied because of depressions 
or booms. In other words these events 
cause changes from one group to another 
but not changes in the policy itself. 
Therefore, the most important phase of 
our policy can be summed up in the 
word “flexibility.” 

It goes without saying that these 
principles cannot be applied to a small 
trust. No trustee will invest any of the 
assets of a $50,000 segregated trust in 
common stocks and may well hesitate to 
invest any in preferred’s. But through 
a composite fund, where the risk is 
widely spread, it becomes possible to 
give small trusts the advantages of this 
policy. 

One of the best features of the 
mingled fund idea, however, is that it 
can be adapted to any investment policy. 
For example, the Old Colony Trust 
Company’s Stock Fund is in effect a 
mingled fund whose primary intention 
is to mingle common stocks so that par- 
ticipations in the fund may be issued 
to trusts. The general policy of the 
various funds of Irving Investors Man- 
agement Company also leans toward 
common stocks although these funds, as 
well as that of the Old Colony Trust 
Company, are so constituted that other 
types of investments may be purchased 
for them. Fund B of the Equitable 
Trust Company of Wilmington, Del., 
on the other hand is limited entirely to 
legal securities and although the invest- 
ment authority of Fund A of the Inter- 
national Trust Company of Denver is 
unlimited, Leroy McWhinney of that 
company has said that he believed as a 
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general proposition that the investments 
of a composite fund should not include 
common stocks. Other funds such as 
those of the Brooklyn Trust Company, 
the Guaranty Trust Company of New 
York, Fund A of the Equitable Trust 
Company of Wilmington and our own 
funds all permit the widest variety of 
investments in the sound discretion of 
the trustee. In other words, if differ- 
ences of opinion as to investment policy 
on the part of different bankers or 
among «people of different communities 
dictate a policy in one locality varying 
from that in another, the mingled fund 
can nevertheless be utilized by all. As 
I have said, there will always be some 
trusts that will not or should not go 
into a mingled fund of any type but on 
the whole it will be found that a very 
large number of trusts can be handled 
in this way. 


OPERATING ADVANTAGES 


What has been said up to this point 
covers the assistance that a mingled 


fund can render to a trustee in its 
primary duty, with the advantages flow- 
ing therefrom to the beneficiaries. 
Before discussing the problem of the 
small investor, I would like to refer to 
a few collateral advantages of the 
mingled fund which, although they 
have to do with efficiency from the 
operating rather than the management 
point of view, may be of interest to 
mention. 

Trust companies are always glad to 
have a co-executor appointed and often 
the testator names an individual with a 
trust company not only because he may 
be more familiar with the testator’s 
family situation but also because he is 
experienced in investing money and can 
really contribute something to the suc- 
cessful management of the property. 
And yet there are times when the 
presence of a co-trustee can be very 
detrimental to the trust investments. It 
is easy to imagine a situation where a 
hundred different trusts might contain 
one or more bonds of the same issue. 
The time may come when it is of the 


utmost importance that these bonds be 
sold promptly. Wherever there are co- 
trustees it is necessary in each case to 
notify the individual trustee and get 
his approval. This may take, in given 
cases, several days if not weeks, with 
the result that the market opportunity 
may easily have passed by. If these 
same one hundred trusts were invested 
through a mingled fund there would be 
no co-trustee to consult and the bonds 
could be sold out immediately after the 
decision to dispose of them had been 
made. Under the set-up of our incor- 
porated mingled fund, the power of 
management is vested solely in the trust 
company through certain of its officers 
and directors. Thus if investment of 
the trust assets in our mingled fund is 
authorized under an instrument which 
names a co-trustee, the only question 
as to which his consent is necessary is, 
shall this investment in the mingled fund 
be made? Once this question has been 
affirmatively answered, the trust com- 
pany alone manages the fund. Obvi- 
ously, if the co-trustee should at a later 
time disagree with the way this is being 
done, the corporate trustee would, upon 
his insistence, terminate the trust’s par- 
ticipation and invest the trust assets as 
a separate unit. 

Another problem which is somewhat 
connected with the one just mentioned 
arises when a single security is sold out 
of a number of trusts within the same 
day or two, but in a fluctuating market. 
In some trust companies the security is 
sold specifically out of each trust, with 
the result that one trust may obtain a 
different price than another. In other 
institutions the procedure is to average 
the proceeds of all the different sales on 
the ground that it is not fair that one 
trust should receive a better price than 
another purely because of its alphabetical 
or mechanical position in the records, or 
because of some other reason for adopt- 
ing a particular chronology. This is 
roughly satisfactory when it is possible 
to dispose entirely of the security from 
all the trusts involved in a comparatively 
short time. But it may be that because 
of inability to obtain the consent of a 
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co-trustee the security cannot be sold 
out of certain trusts until the market 
price has gone down, or it may be that 
the sale of more than a proportion of 
the total holdings of all the trusts in a 
given security will break the market. 
If, for example, only one-third of the 
holdings can be sold without this effect, 
what is to happen in the case of a trust 
which has four or eight bonds? In all 
these cases there is an obvious unfair- 
ness to some trusts to the advantage of 
others. The mingled fund removes any 
such chances of discrimination. All the 
participating trusts share exactly in 
proportion to their respective interests 
both in the purchase and in the sale 
of securities for the mingled fund, and 
problems of averaging or allocating 
market prices to various trusts or select- 
ing which shall have the benefit of the 
first sale disappear entirely. 

We believe that it is the benefits that 
a mingled fund gives to the participating 
trusts that justify its existence. Never- 
theless, it may not be amiss to note 


that the plan cannot fail to result in 
substantial savings of expense to the 
trust company through the unification 
of control which it makes possible. If 
one hundred separate trusts own bonds 
of a certain issue, they must be kept 
in one hundred separate envelopes in 


the vaults. Their ownership must be 
noted on one hundred separate security 
tecords; their coupons must be clipped 
as one hundred separate units and 
credited to one hundred separate ac- 
counts; their sale or redemption involves 
another set of one hundred separate 
entries. If the one hundred trusts par- 
ticipated in a mingled fund there would 
be one envelope in the vaults; one entry 
in the security records; the clipping and 
crediting of coupons to one account and 
one transaction when a sale is made. 
The amount of expense and time that 
can be saved is clearly tremendous. 


THE SMALL INVESTOR 
We now turn to a consideration of 


the small investor. It is our belief that 
in spite of the present seemingly endless 


depression, there is bound to be a future 
growth of the trust business which will 
be greater than that which has taken 
place to date and which will compare 
with the development of the insurance 
companies. Such progress, however, will 
not be made only by extending trust 
service from the man of great wealth 
to the man of moderate means. This 
step is naturally important and one of 
the reasons for our concern to provide 
a mingled fund for the smaller trust is 
because of our belief that our service 
should be available to people in that 
category of wealth. But there is a much 
larger class of persons, who have not 
sufficient property to justify the expense 
of full trust service but who have no- 
where else to turn. 

A man’s first obligation is to start 
accumulating his surplus earnings in a 
savings bank. He must provide a re- 
serve, in what is the equivalent of cash, 
to care for sickness, unemployment, and 
other extraordinary calls upon his re- 
sources. When this has been accom- 
plished, his next step is to purchase life 
insurance for the protection of his 
family in the event of his death in his 
prime. But as soon as he is able to save 
in excess of his needs for these purposes 
he becomes an investor and usually is 
at the mercy of the first unscrupulous 
or ill-advised person who comes along. 
If he escapes that net and goes to his 
bankers or broker the best they can 
suggest will usually result in his putting 
his few precious eggs in a single basket, 
however strong it may be; and what is 
perhaps more important, his banker can- 
not possibly remember to notify him and 
suggest a change if the banker subse- 
quently learns that the basket is becom- 
ing weak. The small investor himself 
does not know anything about securities 
and he ought to have a place to go 
where his property can be cared for and 
managed for him on a conservative basis 
and at a reasonable fee. 

Heretofore it was out of the question 
for a trust company to fill this gap. It 
did not have the machinery to do so 
except at an exorbitant cost to the indi- 
vidual and at a loss to itself. The 
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mingled fund, however, can both pro 
vide the mechanism and reduce the cost 
so that this highly important service can 
be and now is being provided. Funds 
such as the Brooklyn Trust Company’s 
Composite Fund, Irving Investors Man- 
agement Company’s Funds A and B, 
and Old Colony Trust Company Agency 
Fund as well as our own Plan of Uni- 
form Trusts, are carrying out this 
purpose. The technique of the forms 
and methods of operation of these funds 
all differ but their aim is the same: to 
provide a place where the small investor 
can take his mite in the assurance that 
it will be cared for in the most careful 
and conservative manner. And what is 
equally important he can make small 
additions to his trust from time to time 
with convenience and safety. 

But a trust company in normal times 
can and should do more than conserve. 
The individual wants to see his capital 
grow, not only by the additions he can 
make out of his savings but from the 
proper turnover of the capital itself. 
This we seek to accomplish by the 
authority to invest in equity securities 
contained in our mingled funds and also 
by the further authorization to pay over 
only such income as in our best judg- 
ment we deem wise. In this latter way, 
in good times or bad, we are enabled 
to build up reserves out of income which 
help to increase the principal value of 
all the trusts in the fund. As time goes 
on these accretions to capital will result 
in a greater income so that the bene- 
ficiary will be doubly benefited. This 
policy is equally advantageous to the 
usual types of trusts. In fact this was 
one of the compelling reasons for setting 
up City Farmers Fund (C), Inc., our 
plan for the mingling of trust assets, in 


the form of a corporation. The New 
York law narrowly limits the accumula- 
tion of income in testamentary trusts, 
but a corporation may pay such divi- 
dends as it thinks wise or none at all. 
Hence, through the medium of Fund C 
we can accumulate income for trusts 
which could not obtain this advantage 
otherwise. 

I think I can confidently say that we 
have found that our mingled funds 
have greatly increased the efficiency with 
which we can perform our task of 
managing the property of others. We 
believe that in due course the idea will 
be widely adopted. As trust service 
develops banks will require composite 
funds in order to handle their increasing 
business and their business will increase 
because they have such funds—because 
they are adding to their services a 
mechanism that will give sound results. 
I have discussed this subject with over 
one hundred bankers in-the last year 
and by a very great majority they con- 
cur in these views. That the plan has 
spread slowly is not surprising. The 
recent months have brought to most 
banks daily problems of such magnitude 
that there has been no time or desire 
to give consideration to innovations in 
the trust department. In some states 
the banks have found the incidence of 
local taxation an insuperable barrier, at 
least without helpful legislation. But 
as we all emerge from the present 
worries and difficulties, and start for- 
ward again with constructive effort and 
hope, we feel sure that mingled funds 
will no longer be a rarity and that all 
institutions adopting them will find that 
these funds will enable them to fulfill 
better than ever their responsibilities to 
their respective communities. 





Compensating Balances Should Be 
Required 


Adequate Balances Should Be Required of All Borrowing Cus- 
tomers as Partial Compensation for the Cost 


of Making the Loan 


By JoHn A. HAND 
Comptroller, First National Bank of Birmingham, Ala. 


y ‘HE term “compensating balance” 
may mean any one of a number 
of things. It may refer to the 

balance a borrower maintains to support 

his loan, it may refer to the balance a 

depositor maintains to compensate a 

bank for absorbing heavy exchange 

charges in handling his account, it may 
refer to the balance a depositor main- 


of purchasing raw material in the form 
of deposits and converting this into loans 
at a price to yield the bank a net profit. 
There are two primary costs in this 
procedure: 

1. The cost of securing and keeping 
deposits of customers. 

2. The cost of converting these de- 
posits into earning assets. 


“If credit risks are equal, the customers who are the heaviest 


contributors to the bank’s raw material are those most entitled 
to credit accommodations. The first test, therefore, in determining 
whether or not a loan request should be granted is the extent to 
which an applicant has contributed to the fund which makes loans 


possible.” 


tains with a bank to offset excessive 
activity cost in his account, it may refer 
to a depositor’s balance which is being 
maintained to compensate a bank for 
some special service it is performing for 
the depositor, or it may refer to a 
number of other things. 

A very fundamental and widely ac- 
cepted principle of banking is the re- 
quirement of a deposit balance in pro 
portion to the loan. For a bank not to 
make this requirement is not only unfair 
to its customers, but it is also a reflection 
on the management of the bank. 

The chief source of the lending power 
of a bank is its deposits. The business 
of a commercial bank consists primarily 


Based on an address before the Southern 
Bank Management Conference. 


Therefore, if credit risks are equal, 
the customers who are the heaviest con- 
tributors to the bank’s raw material are 
those most entitled to credit accom- 
modations. The first test, therefore, in 
determining whether or not a loan 
request should be granted is the extent 
to which an applicant has contributed 
to the fund which makes loans possible. 
During such times as the loan demand 
is greater than the available loanable 
funds, the chief test as to who should 
be accommodated and to what extent 
lies in the record of deposit balances. 
To achieve justice between borrowers 
and non-borrowers, the borrowers should 
be required to contribute sufficient de- 
posit funds so that the earnings there- 
from will at least pay for the cost of 
the loan and credit functions. 
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Bank operating costs are considerably 
increased as the result of the exercise by 
a bank of its loan and credit functions. 
This additional cost must be borne by 
the borrowers. Just as soon as a non- 
borrowing customer becomes a borrow- 
ing customer, additional facilities of the 
bank are brought into operation by 
which increased costs are incurred. The 
additional costs are those of maintaining 
the loan and discount and credit depart- 
ments, the salaries of the loan and credit 
officers, and the proportion of over-head 
charges which should properly be allo- 
cated to these direct costs. The loan 
and credit functions constitute the heart 
of banking. Successful bank operation 
and administration depend on the proper 
exercise of these functions, which in turn 
require the best brains and talent avail- 
able. With the progress made in recent 
years in the more scientific appraisal of 
credit risks, there has been a rapid ex- 
pansion in credit department machinery 
in order to provide better guidance and 
control of credits. Therefore, the cost 
of administration of the loan and credit 
departments has increased more in recent 
years than any other department of 
banking. 

What relationship the balance should 
bear to loans in an institution can be 
determined only by a detailed analysis 
of the account, although the 15 per cent. 
or 20 per cent. rule has been the more 
or less accepted percentage. It costs the 
borrower money to borrow, but at the 
same time the right to credit must be 
earned. 

Borrowers should be made to realize 
the importance of ample compensating 
balances for several very important rea- 
sons, three of which are as follows: 

1. To protect the cash position and 
liquidity of their own business. 

2. To reduce the credit risk of the 
bank. 

3. To maintain a deposit account that 
is profitable to the bank. 

It would certainly be an unsound 
condition if the deposit balances of 
borrowing customers were so low that 
the income therefrom would not offset 
the cost of handling the accounts. In 


some cases the 15 per cent. or 20 per 
cent. rule is sound, but there are numer- 
ous exceptions. As an illustration, I will 
outline experiences of the First National 
Bank of Birmingham with two or three 
depositors: 


EXCEPTIONS TO THE 20 PER CENT. RULE 


A certain concern has an account 
with us and maintains an average 
monthly book balance of approximately 
$50,000. In other words, to glance at 
the ledger sheet or average balance card 
it would appear that the account is an 
excellent one. However, in checking 
the analysis of the account we find that 
approximately 12,000 clearing items are 
deposited monthly. Therefore, after 
making allowance for a per item cost, 
but not making allowance for any cost 
for our trouble in handling numerous 
returned items which the concern will 
not allow us to charge to their account 
and which they request us to hold five 
days before reimbursement is made for 
same, I find that we are losing approxi- 
mately $200 per month in handling the 
account. 

Now let us assume that this same 
concern makes application for a loan of 
$200,000. The average book balance 
has amounted to 25 per cent. of the loan 
requested and the concern’s statement 
and record indicate a favorable credit 
risk. Therefore, if the loan officer calls 
for the average balance card, observes 
the concern’s excellent average book 
balance and makes the loan with prob- 
ably a concession in the rate of interest, 
I believe it would be a grave mistake. 
The concern is not even keeping enough 
balance to compensate the bank for 
handling the items deposited and has 
certainly earned no right to credit. 

As another illustration, we have an 
account that has an average book balance 
of approximately $50,000. A glance at 
the account would cause the same im- 
pression as the account just described. 
However, after analyzing the account 
several months, we find that the volume 
of foreign items deposited causes so 
much float that the concern is not even 
keeping a collected balance with us and 


a) 
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really has had a continuous loan. It 
can readily be seen that this is not a 
desirable account and from the stand- 
point of deposit balance is entitled to 
no credit. It not only has contributed 
nothing to the bank’s raw material and 
has earned no right to credit, but we 
find that it is necessary to continuously 
analyze the account and watch it closely, 
which of course is very annoying and 
troublesome. 

There are various other cases that 
could be cited that would tend to show 
that the 15 per cent. or 20 per cent. 
rule is more or less theoretical. How- 
ever, the object in applying this rule is 
to place the account on a basis where 
it will show a profit and absorb the loan 
cost and in some cases the application 
of the rule is sound. 


require the borrowers to pay a broker- 
age or an interest rate that is consider- 
ably in excess of the commercial bank 
rate, but as a general rule the class of 
customers an individual money lender 
deals with is a much poorer credit risk 
than a commercial bank’s customers. 
The fact that most banks apply the 
15 per cent. or 20 per cent. compensat- 
ing balance rule should not mean that 
the amount of credit extended should be 
based altogether on this balance, but 
rather that the customers who maintain 
the largest profitable accounts should 
receive concessions that small depositors 
should not receive. For instance, if a 
customer maintains a large profitable 
account and finds it necessary occa- 
sionally to borrow, I think the customer 
should receive a concession in the interest 


“I think that every banker should. resolve ‘that adequate 
compensating balances be required of all borrowers’ and I believe 
that all will find that, from the standpoint of loans and discounts, 


the greater the percentage of compensating deposit balances to 
loans, the more favorable is the situation.” 


The exception to the application of 
the “compensating balance” rule will be 
found in investment loans. By the term 
“investment loans” I mean those secured 
by readily marketable collateral or pur- 
chased commercial paper. The purchas- 
ing of this class of paper is usually 
indulged in when banks have a surplus 
of loanable funds, and have to depend 
on the open market for an outlet. A 
compensating balance is not expected to 
support this type of loan. If the loans 
are wisely purchased they are readily 
marketable and can be disposed of with 
very little trouble when the demand for 
loans from the bank’s customers is suf- 
ficient to absorb all of its funds available 
for loans. 

The question has been asked many 
times: Why is it that individual money 
lenders can loan money without requir- 
ing a supporting deposit balance, and 
earn a reasonable profit? The explana- 
tion is that individual money lenders 


rate charged on the loan and should pay 
about 5 or 6 per cent. for money where 
the customer who has contributed little 
to the bank’s raw material should pay 
8 per cent. If the loan were made to 
bear interest at the rate of 6 per cent. 
and 20 per cent. of the proceeds of the 
loan were left with the bank without 
interest, the effective rate on the amount 
of money actually borrowed would be 
72 per cent. Therefore, the customer 
who maintains the 20 per cent. balance 
and gets a concession in the rate really 
pays almost as much as the customer 
who maintains very little balance and 
gets money for 8 per cent. 


SMALL LOANS 


Many banks have adopted the practice 
of making small character loans which 
are usually repaid monthly. These loans 
are usually segregated in a department 
and an officer placed in charge. The 
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bank in a case of this kind is placing 
itself more or less in the same position 
as the individual money lender. The 
loans in the majority of cases are made 
to small or non-depositors and are ex- 
pensive to handle. Usually two or three 
indorsers are required and it is necessary 
to make a very thorough investigation of 
both maker and indorsers. Therefore, 
as practically no compensating balance 
is being maintained to support these 
loans, and the credit cost is very high, 
the bank is forced to charge a rate that 
will give a gross yield of about 15 per 
cent. and then as in the case of the 
individual money lender a reasonable 
profit is made. 


UNPROFITABLE ACCOUNTS 
For many years banks have been 


troubled with the problem of handling 
small active checking accounts. For 


instance, if an account averages less 
than $100 and more than two or three 
checks are paid against the account each 


month the balance is certainly not large 
enough to compensate the bank for 
handling the account. As a remedy 
for this, many banks have inaugurated 
a service charge of $1 against active 
accounts that average less than $100. 
However, this charge has been found to 
be inequitable as some customers draw 
more checks than others and the highly 
active accounts are still unprofitable. 
Therefore, there has come into existence 
a charge which is called the “metered 
service charge” which has already been 
adopted by a number of clearing houses. 
This plan usually provides for a service 
charge of $1 on al! active accounts that 
average less than $100. The customer 
is allowed to draw just a few checks for 
this dollar and an additional charge of 
a few cents per check is made if the 


number of checks drawn exceeds the 
allotted number. Accounts that average 
between $100 and $1000 are usually 
exempt from the dollar charge, but are 
allotted a certain number of checks that 
may be drawn and if the number drawn 
exceeds the allotted number a small 
charge per check is made. This plan 
is growing in popularity and in my 
opinion is the only equitable solution 
to the problem. It ‘properly penalizes 
the active accounts that do not maintain 
a compensating balance and compels 
each small depositor to pay his way. 


SURVEY OF BANK METHODS 


Some years ago the Division of 
Analysis and Research of the Federal 
Reserve Board conducted a survey of 
the methods pursued by banks in grant- 
ing accommodations to their customers. 
The results of this study, as published in 
subsequent issues of the Federal Reserve 
Bulletin, show that the practice of re- 
quiring average balances against borrow- 
ings is firmly established throughout the 
country, although its greatest force is 
felt in New York City. Personally, I 
think that a bank has no better current 
index to the operations of its commercial 
borrowers than the deposit accounts they 
maintain. A borrower’s compensating 
balance should serve as a reserve and 
should be compulsory, just as a bank is 
required by law to maintain a cash 
reserve. 

Therefore, I think that every banker 
should resolve “that adequate compen- 
sating balances be required of all 
borrowers” and I believe that all will 
find that, from the standpoint of the 
aggregate of loans and discounts, the 
greater the percentage of compensating 
deposit balances to loans, the more 
favorable is the situation. 





The Bank Comptroller’s Job 


This Office Should Be an Effective Factor in Good Bank Man- 
agement 


By JosepH E. STERRETT 
Of Price, Waterhouse & Co. 


of auditor or comptroller is of com- 

paratively recent origin. Perhaps the 
prevailing tendency is toward the title 
of comptroller rather than that of audi- 
tor and for the sake of brevity we will 
speak of the comptroller but with the 
understanding that the duties of a bank 
auditor are synonymous, or nearly so, 
with those of a comptroller. My im- 
pression is that the title of comptroller 
in bank usage began to be adopted 
about twenty years ago and, of course, 
long after the title and the functions 
of the official were well established in 
railroad and industrial organizations. 


Je banking institutions the position 


In a book of which I appear as co 
author, published in 1905, there is a 
recommendation that in larger trust 


companies a comptroller should be 
appointed and given fairly broad re- 
sponsibility. Looking backward I am 
inclined to believe that the authors 
were expressing a hope of something 
to come in the future rather than point: 
ing to any then established experience. 

Prior to 1910 few banks in the 
United States had attained great size. 
Unlike the European and Canadian 
banks, our banking had developed along 
the lines of a large number of rela- 
tively small banks rather than by con- 
centrating the banking business of the 
country in the hands of a few large 
institutions, each of which would oper- 
ate a large number of branches. Be- 
cause of this condition in the United 
States there was less opportunity for 
the chief accounting officer in a bank. 
The president and other executive of- 
ficers in a bank of those days could 
keep closely in touch with all the activ- 


Based on an address before the National 
Conference of Bank Auditors. 


ities of the bank and had less need for 
accounting and statistical information 
regarding its operations. 

In the last two decades there has been 
a marked increase in the size of our 
large city banks and, indeed, many of 
those in the smaller cities and towns 
have attained a size that would not 
have been thought possible a few years 
ago. Then, too, banks are now better 
organized than formerly and the modern 
officer relies upon accounting and sta- 
tistical information rather than upon 
his observation and memory. 

The development of the position of 
the bank comptroller has probably been 
retarded rather than advanced by the 
Governmental regulation of banks. 
Whatever the collateral effects of the 
regulation of banks by Governmental 
agencies have been, the manner of regu- 
lation is apparently less rigid than in 
the case of railroads and public utilities. 
Reports to regulating officers have to 
be made upon uniform forms by banks 
and periodical examinations are made, 
but relatively little interference is suf- 
fered from regulating bodies in regard 
to the form and manner of keeping 
the accounts of banks. Probably all 
that needs to be said upon this point 
is that Governmental regulation has not 
stimulated the development of modern 
accounting practices in banks and that 
what has been accomplished in this field 
is attributable wholly to initiative with- 
in the banks themselves. ° 

It must be admitted, of course, that 
the comptroller of a large industrial 
enterprise has a responsibility for some 
things which do not enter into the 
accounting of a bank, or, if so, enter 
into it to a smaller degree. For in- 
stance, an industrial corporation usually 
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covers a wider variety of business activ- 
ities and its properties are often located 
at long distances apart. In every in- 
dustrial concern the inventory furnishes 
a major problem but in a bank the in- 
ventory in a material sense is a rela- 
tively unimportant item. Problems of 
depreciation, depletion and obsolescence 
assume a greater importance in indus- 
trials than they do in a bank. And s0, 
one could enumerate various matters 
indicating activities that fall to the in- 
dustrial comptroller rather than to the 
bank comptroller. 

It is, however, the man who makes 
the position rather than the position 
that makes the man. A weak or in- 
competent comptroller in an industrial 
corporation will be ineffective in spite 
of his manifold opportunities. Simi- 
larly, a keen, tactful, energetic bank 
comptroller has plenty of opportunity 
to make a name and place for himself 
in the organization of his bank. 

A bank ought always to be in a 
more liquid position than an industrial 
corporation needs to be, and because of 
the comparative ease with which most 
of its assets can be converted into cash 
it is all the more necessary that its 
officers and directors should be guided 
by accurate and highly sensitive ac- 
counting information. 


IMPORTANCE OF THE JOB 


On the positive side it should be said 
that a bank comptroller is in the best 
possible position to know and under- 
stand the workings of his own institu- 


tion. If he is merely a recorder and 
compiler of accounts and accounting 
information his function, while useful, 
cannot be said to attain its highest 
importance. His is the opportunity to 
study the course of events as they are 
developing and he should be able and 
consider it to be his duty to think the 
bank’s problems through to their logical 
conclusion. It is this ability to think 
for himself that will enable him to be 
of most service to the executive officers 
and directors. 

There is a kind of comptroller who 
can prepare accurate accounting or 


statistical statements but who allows 
the import of the statements which 
he has prepared to sail over his head 
without making any material impression 
upon his own mind. There is, how- 
ever, another type of comptroller who 
recognizes the significance of the work 
he is doing and the facts which he is 
compiling, so that as he presents state- 
ments or reports regarding them to his 
officers and directors they see not merely 
a black and white sketch but a picture 
with its lights and its shadows and an 
accurate shading of each color. For 
instance, when a comptroller is dis- 
cussing such an item as the expense 
account of his bank, it is not enough 
to give a somewhat analyzed statement 
of the actual expenses, but to be most 
illuminating they should be shown with 
some regard to their relationship to the 
results attained through such expendi- 
tures. 

To a clever accounting mind there 
is offered an attractive opportunity for 
service in the analysis of a bank’s busi- 
ness, in making comparisons of earnings 
and of costs of operations, and in doing 
it in such a way as will distinguish 
between items on both sides of the 
account that are more or less fixed or 
determinable, and those which are in 
a degree responsive to managerial in: 
fluence. In addition, the further de- 
velopment of cost accounting for banks 
is a fascinating field for study and 
experimentation. It is seldom that an 
officer or a director of a bank can tell 
the accounting officer precisely what 
information he would like to have and 
the form in which he would like to 
have it presented to him. An officer 
who can make requests in such a form 
is always stimulating to a good comp- 
troller, but fundamentally it is the 
comptroller’s job to devise ways and 
means that will furnish to those re- 
sponsible for the management of the 
bank the information which he knows 
they should have. 

In this connection I would urge upon 
every accounting officer the desirability 
in his intercourse with officers and 
directors of getting away from his 
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accounting technique and from many 
if not most of the accounting conven- 
tions. I often have been impressed with 
the remarkable ability possessed by 
many accounting officers for dressing 
up in a most unappetizing manner and 
in a deadly uniformity the information 
which they desire to present to their 
officers and directors. It is not to be 
believed that business men prefer to 
have their accounting information in a 
dull, uninteresting form. In fact, it 
is certain that, on the contrary, most 
business men really appreciate compre- 
hensive information which is presented 
to them in an attractive form un- 
burdened with too much detail. Full 
details must be available, of course, if 
and when an officer or director wants 
them. In this connection I would urge 
comptrollers to study methods of com- 
piling statements and reports in forms 
that are small in size. With a little 
ingenuity much can be accomplished in 
this direction. I am convinced that the 
fondness of accountants for large sheets 
of paper that have to be folded in 
several directions is not favored by the 
business men who have to use such 
things. Furthermore, the pleasure that 
accountants derive from formal state- 
ments in which the figures all balance 
nicely with plenty of red ink ruling 
is quite out of proportion to the satis- 
faction furnished by them to others. 


STATISTICS SHOULD STIMULATE THINKING 


Comptrollers should aim to produce 
accounting and _ statistical information 
in a form and manner that will stimu- 
late rather than depress thinking on the 
part of the man who is to use the 


information. There is of course no 
rule of thumb that will guide a comp- 
troller in achieving such an end. Each 
one must work out his individual prob- 
lems with the material at hand. 
Furthermore, there is no need for com- 
plete uniformity. Uniformity has its 
proper place but if bank comptrollers 
are to be the artists that they should 
be each one must be capable of showing 
some originality. 

In the long run officers and directors 


do not highly regard an accounting of- 
ficial over whom they can ride rough 
shod, nor do they trust one who can 
be talked out of his convictions. A 
comptroller should, of course, keep him- 
celf free from everything in the nature 
of office politics, but he should cultivate 
a capacity for judging the real worth 
of men. He needs this in dealing with 
his subordinates. He needs it perhaps 
equally in evaluating his superiors. A 
good judgment of men will help him 
many times to support and strengthen 
an officer who may suffer from a defect 
of temperament or of education. Also 
by it he will be able to strengthen the 
hands of the strong, capable official. 

Hitherto the accounting officers of 
banks have had to do mainly with the 
furnishing of accounting and statistical 
information for the officers and board 
of directors of the bank. The question 
of giving publicity to the accounts of 
a bank has been regarded mostly from 
the point of view that the minimum 
limit is the proper mark at which to 
aim. A bank balance sheet in the con- 
densed form usually adopted for publi- 
cation in this country, even when sup- 
plemented by such other statistics as 
are sometimes shown, gives but a 
meager amount of information and does 
not compare at all favorably with the 
published reports and accounts of cor- 
porations engaged in most other lines 
of business. 

It is true, of course, that there has 
been a tradition that the publication 
of more information than is now made 
public about the affairs of a bank might 
be prejudicial to the interests of the 
bank and would do little toward serv- 
ing any useful purpose. I suggest that 
bankers consider how far this prevalent 
belief is now a sound one in the case 
of a well-managed modern bank. It 
is, I think, generally regarded, for 
instance, that the large amount of 
information published by American in- 
dustrial corporations in their periodical 
reports has been a source of strength 
to these corporations rather than other- 
wise; this, too, in spite of the precedent 
to the contrary set by most similar cor- 
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porations located in European countries. 
The accounting and statistical informa- 
tion published by American companies 
assists the stockholders, both actual and 
potential, to gauge the quality of the 
management of the corporation and it 
helps creditors to measure the risk they 
are assuming in granting lines of credit. 
Certainly no one is more insistent upon 
the desirability of the publication of 
such information than the banks them- 
selves. In the light of the events of 
the last two years is it going too far 
to suggest that the banking institutions 
of this country are now, even more 
than heretofore, tinged with a public 
interest that calls for greater frankness 
on the part of bank managements? No 
longer is the capital stock of the large 
banks held by a small group but in 
many cases these stocks are bought and 
sold actively in the market. Depocits 
are large in amount and are widely 
distributed among corporations and in- 
dividuals, few of whom have much 
opportunity to gain a personal knowl- 


edge of the bank or of its officers and 


directors. Is this a situation that can 
continue to be regarded as _satisfac- 
torily meeting the standards of modern 
business? 

I do not suggest that greater pub- 
licity of the accounts of banks would 
be a panacea nor do I wish to intimate 
that a policy of an enlargement of pub- 
lished information about a bank’s affairs 
should be entered upon without careful 
consideration both as to the matter that 
should be made available and _ the 
manner in which it should be pub 
lished. I merely wish to suggest that 
the wisdom of the present policy of 
silence may be open to debate. Perhaps 
a greater publicity of accounts on the 
part of the banks might be one means 
of allaying some of the existing unrest 
in regard to the soundness of banking 
institutions. Good accounting is a 
force that always makes for conserva- 
tive construction in finance and reason- 
able publicity of accounts where tried 
has produced salutary results. Would 
it do otherwise if applied to the affairs. 
of a bank? 





The Evolution of Bank Statements 


Capitalizing Adverse Publicity and Criticism 
By EuGENE H. Burris 


NTERVIEWS with 100 bankers within a radius of 75 miles of New York, during 

November and December of 1931, indicate that the banks, in the great majority, 

are more liquid today, and have a higher percentage of capital, surplus and undi- 
vided profits on their books, as set forth in their published statements, than they had 
in 1928, not considering collateral loans in either year. Yet, deposits have been seep- 
ing out in nearly every instance, due to fear on the part of uninformed and misappre- 
hensive depositors. Some of the opinions of the bankers referred to above are 
reported in this article on “The Evolution of Bank Statements.” While these opin- 
ions are not reported verbatim, as expressed by the bankers, nevertheless, the ideas 
contained herein have all been derived directly or indirectly from conversation with 
these men. The weight of these opinions, which have been frankly expressed pri- 
vately, is recorded in these columns in such a manner as to avoid any embarrassment 
from the disclosure of persons not wishing to be quoted. These opinions speak for 
themselves. It is hoped that our readers will be as frank as our friends who have 
contributed to this first instalment, ‘Capitalizing Adverse Publicity and Criticism,” 
and that our readers, if their interest is piqued by what they read in this column, 
will write to us their own opinions. In that way, a cross section of the opinions on 
this subject by bankers all over the country may be presented in these columns. 

This will make possible a clearing-house of ideas on this vital subject. 


banks, their safety, soundness and_ detailed statements of condition by 
liquidity, has naturally elicited banks. It is interesting to note that 
much discussion in print concerning bankers themselves are becoming aware 
many factors, both pertinent and im- of the unsatisfactory characteristics of 
pertinent. How can bankers capitalize the forms of bank statements customarily 
profitably this adverse publicity? submitted to depositors. Example I 
Legislators have been culling over shown on this page will serve as an 
proposable measures to enforce this or illustration. 
to restrict that. Legislation is being dis- An uninitiated inquirer seeking knowl- | 


(ans, she hysteria relating to our cussed to require the publication of more 


THE FIRST NATIONAL BANK 
Statement of Condition as of Close of Business 


RESOURCES 
Cash on hand and in Banks $ 400,000.00 
U. S. Government Bonds 600,000.00 
Bonds and Other Investments 4,400,000.00 


$5,500,000.00 


Capital Stock $ 400,000.00 
Surplus and Undivided Profits 300,000.00 
Deposits 4,400,000.00 
Circulation 300,000.00 


$5,500,000.00 
OFFICERS 
, President  ———————————_, Chairman of board 
-——, Vice-president _——————_____——_—_——_, Vice-president 
» Cashier = ——_—__—_________—__,, Trust officer 
ExaAMPLE I 
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THE FIRST NATIONAL BANK 


Statement of Condition as of Close of Business 


RESOURCES 


Cash and Due from Banks 
U. S. Government Bonds 


U. S. Government Bonds to Secure Circulation 


State, County, Municipal Bonds 


Public Utility, Railroad, Industrial, etc. ..... 


Redemption Fund and Premium Account 
Demand Loans Secured 

First Mortgage Loans on Real Estate 
Loans and Discounts 


Banking House, Furniture, Fixtures and Vault 


Accrued Interest Receivable 
Other Assets 


Capital Stock 
Surplus 
Undivided Profits 
Deposits 
Circulation 

Bills Payable 
Rediscounts 


Dividend 


$ 400,000.00 
300,000.00 
300,000.00 

1,200,000.00 
500,000.00 
24,000.00 
400,000.00 
1,000,000.00 
700,000.00 
200,000.00 
40,000.00 
90,000.00 


$5,500,000.00 


$ 400,000.00 
300,000.00 
50,000.00 
4,400,000.00 
300,000.00 
None 

None 
10,000.00 


$5,500,000.00 


EXAMPLE II 


edge of how safe, sound and liquid his 
bank is, might study that statement for 
hours, and leave it baffled as to his pur- 
pose. From his point of view, he might 
well reason thus: three items under re- 
sources; four items under liabilities; the 
bank must be in trouble. That is not as 
silly as it sounds, for, attached to misun- 
derstood items, nine columns of figures 
are confusing to any eye but an astron- 
omer’s. 

One question arising in the mind not 
trained in accounting, relative to the 
above form of statement, is: Why should 
a bank class capital, surplus and unid- 
vided profits as liabilities? Are they not 
assets in the operation of a bank? The 
answer is that these items are so listed 
merely as a bookkeeping maneuver. They 
are assets. The law requires their pres- 
ence and establishes the minimum which 
must be present in proportion to the 
amount of deposits which may be ac: 
cepted. 

One banker, with the sense of humor 
which we all need, asked why they listed 
also under liabilities, the officers. 

Aside from the obvious disadvantages 


just noted, the statement in that form is 
actually misleading. The entire $600,000 
of United States Government bonds are 
not available to meet extensive with- 
drawals from deposits. In reality, $300,- 
000 of these bonds serve as security for 
the like amount of circulation shown 
under liabilities. How is the average 
depositor, whose mind is disturbed about 
his bank, to be expected to understand 
such accounting? 

What with the newspapers reeking 
with bad news about declining bond 
prices and proposed aid for the rail- 
roads, with many banks goading collec- 
tions, and all the rest, is it not natural 
for even the casual reader of financial 
news and bank statements, to wonder 
what may be the status of those “bonds 
and other investments?” 

Questions like those just noted are in 
the minds of bank depositors. Else why 
are postal savings deposits and currency 
in circulation at so much greater figures 
than a year ago, or two years ago? Why 
were 2044 banks closed from January 1, 
1931, through December 17, 1931? The 
answer lies in the fear, in most cases 
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needless and unreasoning fear, which 
arises from ignorance, mystery, misap- 
prehension and consequent panic about 
the soundness of our banks. 

Of course, there is no denying the 
fact that many of the loans in bank 
portfolios are not practicably collectable 
under the undeniably poor conditions 
prevailing in business, and that there has 
been tremendous shrinkage in the market 
values of the bonds held by _ banks. 
Nevertheless, it is also true that all of 
the sound banks of this country are 
much more liquid today than at any 
time since the day when their originally 
paid-in capital and surplus lay awaiting 
its initial investment. This can only 
mean that many a business undertaking 
is thwarted, from lack of working cap- 
ital, in contributing its part toward pro- 
viding employment and taxable income, 
all because of the fear expressed by de- 
positors. This has been encouraged and 


absorbed by the bankers, and banks to- 


day are hoarding millions of dollars in 
sterile liquidity. 

If this fear is the result of mystery 
and misunderstanding of bank state- 
ments, does it not seem logical to attack 
the evil at its source? If the mystery 
and bafflement engendered by confusing 
and unintentionally misleading _ state- 
ments of condition by banks to the pub- 
lic could be eliminated, would that not 
serve to eliminate the fear? And with 
the fear eliminated, or at least diluted, 
would that not tend to liberate the 
liquidity now bound bootless by fear in 
the banks? 

Bankers are beginning to recognize 
the force of that reasoning. A study of 
the changing forms of statements dis- 
tributed by various banks to their de- 
positors, reveals the many directions in 
which the several banks are progressing 
in their efforts to gain the public con- 
fidence by means of confiding in the 
public and allowing a more detailed in- 


A BANK STATEMENT THAT ANY MAN OR WOMAN CAN UNDERSTAND 


Condensed Statement as of 


The Company owes to Individuals, Firms, Corporations and Banks 


, 1931 
$251,651,284.97 


A conservative banker always has this indebtedness in mind, and ar- 
ranges his assets so as to be able to meet any request for payment. 


For This Purpose We Have: 
Cash 


$ 44,334,996.94 


(Gold, Bank Notes and Specie) and with legal depositories return- 


able on demand. 
Checks on Other Banks 

Payable in one day. 
United States Government Securities 
Other Securities 


26,695,793.25 


40,793,000.00 
45,757,133.80 


Of railroads and other corporations of first quality and easily salable. 


Loans to Individuals and Corporations 


51,171,687.39 


Payable when we ask for them, secured by collateral of greater value 


than the loans. 
Other Loans 


54,657,874.80 


Payable in less than three months on the average largely secured by 


collateral. 
Bonds and Mortgages 
Banking Houses 

All located in New York City. 
Other Real Estate 


Total to Meet Indebtedness 


24,290,472.91 
14,141,921.18 


239,739.50 


This leaves a Capital, Surplus and Undivided Profits of 


Which is a Guarantee Fund upon which we solicit new deposits and retain those which have 
been lodged with us for many years. 


EXAMPLE III 
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NATIONAL BANK 


OF 


Statement as of December , 1931. 


The Bank Provides 
in the Way of 


PROTECTION 


For those Deposits: Cash and 
investments, as indicated be- 
low, and as set forth on the 
opposite page. 
The Bank has 
Accepted from ee 
the Public: Amt. of Cash 
which the Law 
DEPOSETS requires the Bank 
$3,400,000.00 to keep. 


Demand Deposits Amt. of Cash and 

subject to check Cash Equivalent 
which the Bank 
actually has. 


Demand Deposits 

of State, etc. 
Amt. of Stock- 
holders’ Invest- 
ment, upon which 
depositors have 
first claim. 


Time or Savings Other sound 
Deposits Assets which 
the Bank owns. 


PROTECTION 


$700,000.00 Stockholders’ Investment, plus Double Liability stands as 
a Bulwark of Protection for your Deposits. 


We submit the above analysis and graph prepared by the Graphic 
Bank Statement Service Company, revealing the strength of this Bank. 
This material is based upon our sworn statement, as submitted to the 
Banking Department. 


(Copyrighted) 
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Statement as of December , 1931. 





The Depositors of the National Bank 
have placed in our Custody: 








Demand Deposits, subject to check a ie te! Me 
Demand Deposits of State, County, sca te Re as ee a $1,200,000.00 
Savings and Time Deposits .. . Se as 2,200,000.00 







Total Deposits . . . . . . . . . « « $3,400,000.00 


The above funds, we hold in Cash or Investments as follows: 







Cash on Hand and due from Banks . . , 
United States Bonds, and a of States ‘and Muni- 


cipalities .. -  1,000,000.00 
Other Marketable Resuetttes, ana oon ‘Convertible | tute 
.Cash at Once ar 


$ 200,000.00 





800,000.00 
$2,000,000.00 









Total Cash and Cash Equivalent 







Other Sound Assets . 1,400,000.00 


$3,400,000.00 





Total 









In addition, the Stockholders’ Investment, 
represented by Capital, ‘Surplus, and Undivided 
Profits, amounts to. 700,000.00 
This amount stands as a Relwark ‘of Protection 
for your Deposits, invested in sound assets. 












Total Resources Securing Deposits $4,100,000.00 


Furthermore, the Bank has Certified Checks, War Loan 
Accounts, Postal Savings Deposits, and Items Due 
the Federal Reserve Bank, which are secured by 
Cash, or United States Bonds, amounting to . . 500,000.00 


Total Resources . 


(Copyrighted) 





sight into the banks’ conditions. The the banker himself is the only one who 
underlying psychology is sound. Ex- knows the strength of his borrowers and 
ample II is an illustration. their ability to pay. 

To the depositor who is able to in- The above statement avoids the ex- 
terpret the various items, this second treme adopted by one bank, whose state- 
example is more satisfactory, but only a ment, published in the local paper, 
small proportion of the average bank’s showed every loan, by amount, carried 
depositors are able to interpret those on its books to indicate its strength in 
items. Furthermore, the intelligent and diversification and frankness. At the 
well informed depositor is likely to place same time the illustration set forth in 
too pessimistic an appraisal upon many Example II, while it conveys the im- 
of the asset items for, in the last analysis, pression of “nothing to hide,” neverthe- 
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less presents its condition, apparently, 
more with an eye to neighboring bankers 
than toward the understanding of its 
depositors who, uninitiated, must be 
baffled by that statement. If an in- 
dividual does not know what “bills pay- 
able” azxd “rediscounts” are, the fact of 
their absence loses its significance. There 
is scant comfort to the depositor worry- 
ing about the liquidity and protection 
afforded his deposit, in the information 
that a dividend amounting to $10,000 
has been declared. 

The progressive steps toward telling 
the public more frankly of the bank's 


o BLANK-STOLLER 
EuGENE H. Burris 


condition which this illustration brings 
out, are: the inclusion of a greater num- 
ber of items in the condensed statement 
and the elimination of the misleading 
statement which would indicate that all 
U. S. Government bonds stand to secure 


deposits. This form segregates those 
which are pledged to secure circulation. 

Many bankers have expressed them- 
selves favorably upon, and some have 
adapted to their own use, another form 
of condensed statement which must be 
familiar to every banker who has scanned 


a New York theater program within the 
last few years and noted the advertising 
of a certain large New York bank. The 
instance of this development is sub- 
mitted in Example III. 

The obvious improvement which this 
form of statement enjoys, in comparison 
with the first and second examples, 
scarcely requires comment. The impor- 
tant point is that the accountant’s point 
of view has been side-tracked, for the 
purpose of expressing the bank’s posi- 
tion in terms intelligible to the average 
man. His only qualification must be an 
ability to read understandingly, plain 
English. 

From this forward step several adapta- 
tions have been developed. Perhaps one 
of the most original instances is illus- 
trated on pages 52 and 53. It is 
modeled somewhat along the lines fol- 
lowed by Example III but it introduces 
a graphic feature for further clarity. 

This form of statement presents the 
story in logical order from the de- 
positor’s point of view. The funds in 
which he is interested—deposits—are set 
forth, broken down as to type, and 
totaled. Then it shows the nature of 
the assets in which these deposits are 
held, as to their liquidity, dollar for 
dollar. In addition, the stockholders’ in- 
vestment is combined with the amount 
of invested depositors funds, to indicate 
the margin of protection provided 
thereby. Finally, the statement sets 
forth separately specially secured liabili- 
ties, such as circulation, certified checks, 
etc., with the nature of their security, 
and the statement balances. This state- 
ment represents the same bank’s state: 
ment as of a date six months later than 
Examples I and II. 

To the eye the graphic set-up presents 
a mental image of protection behind de- 
posits, which gives the average depositor 
a good chance of understanding the fact 
that his bank is unusually liquid and 
strong. The stockholders’ investment is 
shown applied to the item “other sound 
assets.” Any question of the soundness 
of these assets is shown to be absorbed, 
as it actually is, by capital, surplus, un- 
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divided profits and reserves. The pro- 
tection provided thereby is thus magni- 
fied to its proper significance, rather than 
minimized in relation to total invested 
depositors’ funds, 51.78 per cent. of 
which represents ready liquidity. 

Finally, this last form of statement 
tends to raise no negative questions in 
the reader’s mind. Its sole direction is 
toward building confidence and cement- 
ing the same. 

In the years of prosperity, 1924-28, 
the average number of bank closings was 
only 663 per year. A report of the 
Federal Reserve Board, issued in April, 
1926, indicated that the greater density 
of failures in 1924 and 1925 occurred 
in the western states, where the average 
capital of the failed banks was $37,000 
and the average deposits amounted to 
less than $400,000. This opinion has 


been expressed: Had those closed banks 
been equipped with 20 per cent. of their 
deposits in liquid secondary reserves— 
readily get-at-able resources—they prob- 
ably could have withstood the specific 


combinations of circumstances which 
otherwise led to failure. 

In 1931, October, 512 banks closed in 
one month, compared with a yearly aver- 
age of failures of only 663 when fear 
was not rampant. Yet, many of these 
512 closed banks were more liquid in 
September, 1931, and the average of 
capitalization and deposits was greater 
than had been the case during the years. 
1924-28. Why then have they been 
forced to close? Why have their con- 
fident depositors been thrown into finan- 
cial distress? Why are their communi- 
ties prostrate? Unfounded misunder- 
standings of their condition by their de- 
positors, whose emotions had reached the 
stage of panic. 

The progress indicated toward clarity 
of bank statements, with its possibilities 
for rebuilding confidence, as considered 
herein, may serve to restore the de- 
positors’ shattered confidence, through 
confiding in them, understandably, the 
true conditions of their sound baaks— 
liquid beyond all recent record. 
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Risks of the Tellers’ Department 


Some Recommended Preventive Measures to Avoid Unnecessary 
Losses 


By BENJAMIN L. FISHBACH 


This is the fifth of a series of seven articles dealing with the risks involved in the operation 
of the tellers’ department of the commercial bank and showing how these risks may be mini- 
mized by proper methods and safeguards. 


Y reason of the fact that the teller 
personally handles so much of the 
bank’s money, he is subject to 

numerous temptations of his own mind 
or those placed before him by an un- 
scrupulous depositor to misappropriate 
some of those funds, thus defrauding 
the bank. Peculations of this nature are 
difficult to prosecute successfully, and 
it is best for the bank to adopt preven- 
tive measures. 

The teller responsible for irregulari- 
ties of one kind or another is as a rule 
rot a born thief, but merely a victim of 
circumstances. He is generally weak- 
willed and begins his criminal acts not 
with malicious intent but rather with 
the thought in mind that he is tempo- 
rarily borrowing the bank’s money, 
which he expects to repay. His plans, 
however, may go wrong, and in such 
case, to protect his initial crime, he pro- 
ceeds to cover up his peculations by 
making false book entries. There must 
exist for him in the bank system an op- 
portunity which makes possible such 
manipulations. While no bank system 
is absolutely fool-proof, the work of an 
embezzler can be made extremely difh- 
cult if the bank employs a system which 
in its essence provides a network of safe- 
guards controlling its operation. In 
order that the routine work of a bank 
may be governed so as to cut down the 
opportunity for defalcations, its officials 
must be cognizant of some of the cir- 
cumstances which lead up to losses of 
this character. Defalcation in a bank 
may have its starting point in stock mar- 
ket operations of the teller. It is known 
that in many instances small stock mar- 


ket pools have actually been operated by 
tellers and other clerks or even officers 
of a bank. No bank employe should be 
permitted to engage in stock market 
operations of any kind. As a matter of 
fact members of the New York Stock 
Exchange are not allowed to carry the 
account of a bank clerk directly or in- 
directly under severe penalty of the Ex- 
change. Unfortunately not all stock 
brokers are members of the stock ex- 
change, and some unscrupulous brokers 
not only invite but encourage bank 
clerks to gamble, pointing out to them 
the vast fortunes that can be made in 
stock trading. A teller, particularly one 
new in the field, is more gullible than 
the man with long experience, and 
dazzled by the great sums of money he 
handles, he may fall victim to such im- 
portunities. If a teller could only be 
brought to the point of realizing that 
the money he handles is merely mer- 
chandise of the bank, or its stock in 
trade, it would be hard to imagine that 
he could be influenced very easily to de- 
viate from the straight and narrow path 
of duty. This problem can best be 
handled by each individual bank official 
in guiding the training of the teller. 


IMPORTANCE OF HOME ENVIRONMENT 


Another reason why a teller goes 
wrong may be traced to his outside en- 
vironment, his habits, and even his pri- 


vate home life. If the group he asso- 
ciates with or his mode of living is ex- 
travagant and not in keeping with his 
position, his employer should know 
about it, and efforts should be made to 
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bring him down to earth, or he should 
be dismissed. It is found, however, that 
some banks do not pay their tellers a 
wage sufficient to keep them in a fair 
degree of comfort, and this fact alone 
may invite trouble. If a teller is capa- 
ble, he should be paid in proportion to 
his ability, and if he is not, why keep 
him? The fact that he is willing to work 
for a nominal salary is certainly no 
justification for employing him. This 
willingness in itself may be a poor sign. 

Furthermore, each teller should be en- 
couraged to save. Those who spend all 
they earn will not be able to meet emer- 
gencies as they arise and eventually will 
find themselves in trouble. Some banks 
foster employes’ savings through the 
medium of employes’ organizations. This 
method has been found quite desirable. 
It does away with the vicious practice of 
permitting salary advances. Continued 
requests for such advances indicate that 
the teller is living beyond his means. If 
some extraordinary circumstances should 
find him caught short, an officer or 
branch manager should make him a per- 
sonal loan and not make him feel that 
because the bank does not allow salary 
advances, needed accommodation is shut 
out from him entirely. If nothing is 
done to help him and the urge is strong 
enough, he may be inclined to help him- 
self to some of the bank’s funds. 

A teller may be interested in some 
outside venture, and when this is the 
case, the officer in charge should watch 
him closely. In the first place, the job 
of a teller is big enough to occupy his 
entire attention, and any diverting in- 
fluence, such as some outside business, 
may reduce his efficiency. Then again, 
there is extreme danger in the event that 
something goes wrong with that other 
business of his, that he will partake in 
temporary secret borrowing of the bank's 
money. All he need do is to start this 
practice, and soon he will be involved 
so deeply that he will be unable to ex- 
tricate himself, and then the newspapers 
will carry the account of another teller 
gone wrong. 


GRATUITIES 


Earlier in these articles we pointed out 
that the teller comes into constant con- 
tact with the banking public. Because 
of this fact, he naturally will be the re- 
cipient of gratuities from time to time 
from his depositing public. In some 
cases, this situation is harmless, but in 
others it works as a means to some ul- 
terior end. While it is a rule of the 
Federal Reserve Bank that an officer of 
a bank may not accept gratuities, this 
rule does not apply to a clerk. Some- 
times a customer, seeking some illegiti- 
mate accommodation, may try to work 
his way into the good graces of a teller 
by giving him little gifts occasionally. 
While at certain holiday seasons this 
practice may be rather general and not 
necessarily irregular, the character of the 
donor must be considered. The unscru- 
pulous donor, however, may succeed in 
persuading the teller to comply with his 
wishes to perform or assist him in cer- 
tain irregular acts. Once the teller 


yields, the customer has him in his power 
and can make greater demands, using 
previous irregularities or defalcations as 
a whip over his head to force him to 
continue in crime for fear that all will 


be lost. In this manner the chain of 
irregularities is slowly wound around 
the teller, and the grip tightens until he 
is helpless. 

Still another method of removing the 
opportunity to default is to prohibit a 
teller from maintaining an account in 
the bank where he is employed. Experi- 
ence shows that defalcation is made easy 
where a teller is not restricted in this 
matter. 

DIFFERENCES 


A cash difference is one hazard in a 
teller’s work, which is constantly feared 
by those performing a teller’s functions. 
He is in constant terror of that demon— 
“the difference.” Conditions conducive 
to cash differences should be eliminated 
as far as possible. The work should be 
properly systematized. No teller should 
be expected to handle more than his 
normal share. He should be paid a wage 
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which would obviate the desire to “bor- 
row” and charge the difference account. 

It is unfortunate but true that bank 
officials have helped to make criminals of 
their tellers by permitting the existence 
of a “kitty,” into which is placed “over” 
differences and from which is extracted 
“short” differences. A teller may be 
short of money personally and may help 
himself by borrowing from the “kitty.” 
He thus finds it rather easy to obtain 
funds, and if this practice continues the 
sheer force of habit may break down his 
conscious resistance to irregularities. In 
the course of time more money and 
greater amounts are abstracted from the 
general cash of the bank. Furthermore, 
since the “kitty” may be the means of 
buying a new suit of clothes, the teller 
is faced with the temptation of cheating 
his customers in order to add to the gen- 
eral fund in the “kitty.” Here we have 
the elements of temptation and desire 
for personal profit which some tellers 
cannot resist. 


REPORTING DIFFERENCES 


If a teller has a difference, it should 
be reported without any delay. Under 
no circumstances should it be concealed. 
An interesting experience showing some 
of the elements involved is illustrated in 
the following case. 

Recently a teller after proving his 
work for the day showed a difference of 
$100 over in his cash. Instead of mak- 
ing a record of the difference on his 
proof sheet, and in that manner report- 
ing it, he merely held the money aside 
and said nothing. It was fortunately 
discovered, and when the teller was 
called upon for an explanation, he said 
that a certain customer made a claim 
of $100. Feeling certain that it belonged 
to him the teller had merely held aside 
the funds and not reported the differ- 
ence. The teller was discharged. While 
this action might have been drastic, cer- 
tain cardinal principles were involved. 
First, he carelessly accepted $100 more 
than appeared on the deposit ticket; or 
did he take it knowingly and try to ap- 
propriate it? Second, he personally con- 


cealed funds which should have been 
held by the bank in trust for the deposi- 
tor until the claim was made and proof 
established that the funds really belonged 
to him. Third, when a depositor had 
made a claim of this nature, it should 
have been referred to an officer for 
proper disposition. 

It is startling to the investigator to 
find that some bankers are still short- 
sighted enough to require tellers to make 
good shortages. Martin K. Fowler in 
The Cause and Prevention of Bank De- 
falcations warns us, that the 
desire (to default) is not always a result 
of some personal pressure upon the de- 
faultor. Often an employe 
finds the desire thrust upon him owing 
to bad customs, such as tellers making 
good differences. 

He goes on to say: 


It is very bad practice for a bank to re- 
quire employes to make good short differ- 
ences which occur in the regular course of 
business. This rule will tend to make the 
employes realize the fact that he is handling 
real money quicker than anything else in the 
world. This custom is ridiculous from every 
point of view. This clerk has certainly not 
made an error intentionally. If he is re- 
peatedly careless, how foolish it would be to 
show a shortage when there are so many ways 
of concealing it. Should this man continue 
to have shortages and be compelled to make 
good himself there is bound to come a time 
when he cannot afford to make good and 
will be forced to obtain this money in some 
other way. . . Suppose a young man 
on a small salary had made good several 
shortages and along came an over difference. 
He would naturally feel that this over differ- 
ence belonged to him and was a chance to 
get back some of his money. 


The foregoing discussion sums up the 
“difference” situation admirably and is 
repeated here verbatim with the hope 
that those bankers who still require 
tellers to make good their shortages may 
be dissuaded from continuing this policy. 

Bank officials sometimes make the mis- 
take of permitting a teller to have access 
to the records of other departments. and 
to do special work in them, The teller 
has an important job and must be free 
from diverting influences. The adage 
“Cobbler stick to your last,” may well 
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be paraphrased, “Teller stick to your 
till.” If this slogan were universally 
adopted literally, the teller would find it 
most difficult in any bank to perpetrate 
a fraud with the aid and abetment of 
other clerks. Therefore, bank officials 
should be admonished against the prac- 
tice of allowing the records of other de- 
partments to be made available to the 
teller. Only those books and records 
appertaining strictly to the work of the 
tellers’ department should be accessible 
to the teller. 

In some banks the teller is given some 
“odd jobs” to handle in addition to his 
usual work. This practice is fraught 
with danger. By all means it should be 
avoided. It is proposed to discuss some 
of the hazards involved. 

Checks which are drawn by deposi- 
tors and given to third parties who de- 
posit them in various banks are pre- 
sented for payment regularly each day 
to the drawers’ bank. These checks are 
technically known as exchanges. As 
soon as the exchanges are received, the 


bookkeepers proceed to examine, sort, 


and pay them. Items which may not be 
paid are held aside and returned the 
same day before the close of business. 

Before any check may be paid, the 
signature of the drawer must be verified. 
Since the teller familiarizes himself with 
the depositors’ signatures, in some in- 
stitutions he is called upon to examine 
the exchanges for the purpose of signa- 
ture verification. This procedure is near- 
sighted and foolhardy. It paves the way 
to easy manipulation of accounts. It 
removes every obstacle in the way of 
the teller who may wish to defraud the 
bank. What is to prevent him from de- 
stroying a check which he may have 
forged? Checks drawn in even amounts, 
such as $100 or $1000, are hard to trace, 
and any teller knows that. 

Furthermore, the task of verifying 
signatures would place an additional and 
unnecessary responsibility on the teller. 
It would consume time and energy 
which could be employed more bene- 
ficially in the conduct of his own work. 

There is only one solution to the prob- 


lem of signature verification. This task 
should be relegated to a designated sig- 
nature clerk. He should place some 
mark of verification on each check ap- 
proved. For this purpose a_ rubber 
stamp may be used. 

It has been stated that a teller should 
hold on the ledger the amount of every 
check cashed. In order to do so it is not 
necessary for him to refer personally to 
the customer’s ledger sheet. The com- 
mercial ledger is the bookkeeper’s record, 
and no one other than the bookkeeper 
should be permitted to make any entries 
thereon, memorandum or otherwise. 

If a teller wishes to verify a balance 
or hold an amount against an account, 
he should inform the bookkeeper. The 
bookkeeper should furnish the informa- 
tion and, if necessary, hold part of a 
balance for a specified length of time. 
It is usually dangerous to allow a teller 
freedom of bank records, particularly 
those of the bookkeeping department. 
The peril of collusion always is present. 

Cancelled vouchers represent paid 
checks, which are filed every day and 
accumulated until the end of the month, 
when the depositors receive them to- 
gether with statements of their accounts. 
These vouchers should be guarded most 
carefully. It cannot be urged too 
strongly that the teller must not have 
access to these checks, under any cir- 
cumstances. To permit him this privi- 
lege would be placing a dangerous 
weapon in the hands of the teller. Should 
he wish to destroy some of the checks 
for any reason, he would be at liberty 
to do so. 

* * * 

It must not be construed that the teller 
is a person to be regarded with suspi- 
cioa. In order that he may occupy the 
important position of teller in a bank he 
must of necessity be trustworthy. The 
hazards heretofore recited merely indi- 
cate the necessity for reasonable precau- 
tions that ordinary prudence demands. 
Loose systems invite carelessness and 
peculations, while judicious banking 
methods go far toward warding off 
dangers. 





Problems in Bank Credit 


Tue BANKERS MaGazINE has secured the services of a credit expert to answer the 


inquiries of readers on current problems of the credit manager. 


Questions of general 


interest to credit men and bankers will be answered and only the initials of the persons 


asking the questions will be used. 


In case the question is not one of particular interest 


to bank credit men as a whole or is one which has been answered before, a reply will 
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In order that all questions may be answered intelligently, it is requested that they 
be direct and to the point, but that sufficient necessary detail be included to enable the 


editor to draw the proper conclusion. 


Inquiries should be addressed to the Editor, 


Bank Credit Problems, THE BANKERS MAGAZINE, 71-73 Murray Street, New York. 


UESTION: What do you con- 

sider the best method of handling 
a collateral loan where the collateral 
has depreciated in value below the face 
amount of the loan and the individual 
is unable to give any more collateral 
and not able to make substantial pay- 
ments? Any comment or suggestion 


you make will be very much appre- 
ciated. C. BLN. 


ANSWER: The question in the 
manner in which you have put it is a 
dificult one to answer. If the bank 
allowed the collateral to get below the 
face of the note it must have felt that 
the individual had some financial re- 
sponsibility or otherwise the bank must 
have been asleep. The action to be 
taken would depend on a number of 
circumstances but assuming that the 
loan was carried down because the in- 
dividual was believed to have some re- 
sponsibility it seems to us that the pro- 
cedure should be somewhat as follows: 
Call the individual into the bank and 
first get him to make a financial state- 
ment, determine his income and the 
amount of payment which he could 
make regularly, say monthly, toward 
paying off the deficit. Can he give you 
a mortgage on any real estate which he 
owns which will afford protection? Has 
he any paid-up value in life insurance? 
Even if the life insurance has little or 
no cash value will he give you an as- 
signment and is his earning power such 


that he can carry the life insurance? 
Can he secure the indorsement of some 
responsible individual? How much can 
he pay monthly and on that basis how 
long would it take to clean up the short- 
age? What,sort of securities are pledged 
as coliateral? Should you take the risk 
of further decline or is his position such 
that any further loss will likely be yours 
and any recovery his profit? If so, can 
you afford to gamble this way? Would 
you be better off to sell him out and 
take your chance on recovering the 
deficit from him rather than taking the 
chance of a further decline which might 
only run your loss much larger? The 
answer to these questions depends on a 
number of circumstances but in the final 
analysis the question is very much, if he 
has no further security to give you in 
any form whatever (property, indorse- 
ment, etc.) whether you are not taking 
too much chance in allowing the loss 
to run and actually gambling the de- 
positors’ money. Has the man prop- 
erly cut his living expenses and what 
sort of an individual is he? What in- 
clination does he show toward paying 
the debt and what sacrifices has he 
made or is he willing to make to do it? 
Every factor and circumstance must be 
weighed, but certainly if the bank’s 
position becomes worse should the se- 
curity further decline, it certainly has 
little right to gamble but in all prob- 
ability should take its licking and make 
its best effort to recover the loss from 
the individual. 
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We are ready 


The Bell System is ready for 
the faster turning of business 
wheels. 

Today it is reaffirming confi- 
dence in the future. It is spending 
large sums every working day 
for plant additions and improve- 
ments. 

Its construction and improve- 
ment program is always going 
on. The Bel! System intends to 
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miss no sales because it is ‘‘out 
of stock’’. This policy of pre- 
paredness contributes to the 
nation-wide telephone habit. 

The American Telephone and 
Telegraph Company has a record 
of paying dividends without in- 
terruption, through more than 
50 years. 

May we send you a copy of our 
booklet ““Some Financial Facts’’ ? 


BELL TELEPHONE 
SECURITIES CO. Inc. 


195 Broadway, New York City 
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QUESTION: Would you be in- 
clined to loan a manufacturer of 
women’s hats $25,000 on a statement 
showing a net worth of $103,234 and 
current assets of $79,882 to pay current 
debts of $32,369? The plant has no 
mortgage debt on it and is well de- 
preciated and the company has made 
money Over a period. T.R. W. 


ANSWER: We assume that this 
statement was made at the light season 
and for that reason not knowing any 
of the other facts our offhand decision 
would be that we would not. In be- 
tween seasons companies in this line of 
business should show the debt well 
liquidated except for two reasons. 
Either they have had to carry over 
some inventory and their merchandise 
is heavy or otherwise they have been 
unable to collect their receivables prop- 
erly. We assume that if any large 
part of the current assets had comprised 
cash they would have used it to liqui- 
date their debt. This line of business 
offers certain hazards as to style fluc- 
tuations and for this reason inventory 
should be well liquidated at the end 
of any season becauce it will probably 
have little value next season. It is our 
opinion that, because of this abnormal 
risk in style fluctuation which practi- 
cally renders merchandise useless which 
is carried over, that ratio of current 
assets to current liabilities of a manu- 
facturer of women’s hats should be 
much better than the one which you 
have outlined and we would prefer to 
see the debt nominal and the ratio 
nearer five to one for safety’s sake. 
This may be a rather hard stand to take 
and of course we are basing opinion on 
very limited information. It certainly 
seems to us, however, that we would 
want quite a few favorable facts to 
justify the showing and change our 
opinion. 


QUESTION: I am interested in the 
subject of budgeting from the stand- 
point of the credit man who is going 
to make an analysis of a company and 
desires. to calculate approximately the 


company’s requirements for credit. 
While I have read some things on the 
subject, I would like very much to 
have any comment which you care to 
make, gained from your experience 
along this line. It seems to me that 
more often than not this subject of 
budgeting is not carefully enough con- 
sidered by the credit man and there- 
fore believe your comments would be 
particularly desirable. H.L.G. 


ANSWER: Volumes could be writ- 
ten and have been written on the 
subject of budgeting but we_ shall 
endeavor to outline in as brief a 
manner as possible some of the salient 
features that occur to us for use of the 
bank credit man. We, too, believe this 
subject important to the credit man and 
think that often it is not stressed suf- 
ficiently. In order to make a rough 
approximation of the borrowing needs 
of a company the following procedure 
might be used: 

Determine what volume of business 
the company contemplates for the com- 
ing year. Give due thought to this in 
comparison with the volume of previous 
years and weighing present business 
conditions. Take the previous ten years 
or five years or whatever period you 
consider desirable, and calculate both 
the percentage of gross profit for each 
year and the percentage of overhead 
in comparison to sales. Based on these 
figures perhaps you can arrive at some 
idea as to whether the volume of busi- 
ness contemplated would prove profit 
able or, if not, to what extent the 
overhead would have to be reduced in 
order to show a profit should the 
volume be obtained. You should obtain 
a record of monthly sales for a con- 
siderable period of time and figure the 
percentage of each month’s sales in 
relation to the annual volume. By 
making due allowance for any special 
sales held or unusual circumstances 
making the period an abnormal one, 
you can perhaps arrive from these 
monthly percentages over a period at 
an average of the seasonal fluctuation 
of the business. You can get a fair 
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estimate of the bulges and it is these 
peaks which you undoubtedly have to 
finance. 

Likewise you should obtain for the 
same period of time a record of the 
outstanding receivables on the books as 
of the first of each month and also a 
monthly record of the collections for 
the same month. Reduce the receiv- 
ables to the percentage of sales for the 
previous month and then average these 
percentages for each month of the 
period. Take the receivables as of the 
firct of each month, add the sales for 
the month and then deduct the receiv- 
ables remaining on the books as of the 
first of the next month. Take this 
remaining figure and calculate the per- 
centage which it constitutes -as com- 
pared to sales for the month and you 
can arrive at a figure which will give 
you percentage trend of charges for 
each month in proportion to sales for 
the month. By taking these percent- 


ages, not for one year but for several 
years, and averaging them you can 


arrive at an approximation of monthly 
increase or decrease in receivables in 
proportion to sales for respective 
months. You should also reduce to 
percentages the collections of each 
month compared to outstanding receiv- 
ables as of the first of the month plus 
sales for the month. By having re- 
duced all these trends to percentages 
and giving due thought to any wide 
variances which would severely affect 
your averages you are able to gain a 
fair idea of trends for the business 
under review. 

It naturally takes merchandise to fill 
sales and as inventory is not taken as 
cf the first of every month we cannot 
cbtain figures of inventory and arrive 
at its trend so easily. By taking our 
percentage figures of monthly sales over 
a period, reduced to averages to form 
a model year, and knowing our per- 
centage of normal profit, we can, how- 
ever, estimate roughly the amount of 
merchandise which will be needed to 
be able to fill a certain amount of sales 
for a given month. We have to give 
due thought to the period of fabrica- 


tion and duly considering all this we 
can approximate our inventory trend 
by months for the year based on the 
contemplated volume. Therefore hav- 
ing estimated our receivables trend 
based on previous experience, and our 
inventory trend, this leaves but our cash 
item, which is a relatively simple matter. 
By adding these assets together for.each 
month we can approximate the trend 
of current assets necessary to produce 
a certain volume of business. If we 
deduct our net working capital from 
this figure we can calculate the amount 
of debt which must be created. To 
divide the debt between bank and trade 
we must consider selling terms, whether 
any seasonal datings, etc. We appre- 
ciate that this is only a summary but 
trust that it will be of some assistance 
to you. 


QUESTION: Do you feel that a 
bank is justified in making loans against 
collateral of close corporations and if 
so on what basis should such loans be 
made? R. Y. T. 


ANSWER: Loans on collateral of 
close corporations are generally to be 
frowned upon and declined. That is 
not to say that there may not be some 
circumstances where such loans, based 
on the capital stock of close corpora- 
tions, are justified, but as a- general rule 
the answer to such a request should be 
“no.” There are a number of reacons 
why such loans are not desirable. In 
the first place there is no exchange or 
market where quotations can be fol- 
lowed and for that reason the bank 
is in a bad position to follow the value 
of the collateral. Should any circum- 
stance make it desirable to sell the col- 
lateral, it is difficult to find a purchaser 
and the prospects are generally limited 
to the immediate officers or interested 
ones in the company who may or may 
not have the financial ability to buy. 
Even though the bank should get state- 
ments very frequently to watch the 
progress of the company, this does not 
alter some phases of the situation and 
such data entail a considerable amount 
of time to follow properly. 





Our Growth 


Started in 1917 with 29 students * Enrolled last year 


2711 students 


AUDITORS’ CERTIFICATE 


We have examined the records relating to the enrollment of students at The Bentley 
School of Accounting and Finance in the year ended June 30, 1931, and we certify 
that, in our opinion, the number of students who were enrolled at the school in that 
year, excluding duplications, is 2,711. 


(Signed) Lysranv, Ross Bros. & Montcomery 
Boston, August 6, 1931 


q Living accommodations for out-of-town students at rea- 
sonable rates, in dormitories, fraternity houses, and pri- 
vate families. 


q Students from 17 states and 2 foreign countries. 
@ Graduates employed in 29 states and 1 4 foreign countries. 
@ Only men admitted. Average age of entering class in 


day division 20 years. 


CATALOG WILL BE MAILED ON REQUEST 


The BENTLEY SCHOOL of 
ACCOUNTING é FINANCE 


g21 Boytston Street, Boston, Massachusetts 
H.C. Bent ey, C.P.A., President 
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It frequently happens, in the case of 
smaller towns and cities, that the bank 
is already financing the company, prob- 
ably to all that it is entitled, in con- 
nection with which it does or should 
receive the indorsement of the prin- 
cipal owners, and then to turn around 
and loan on the stock or provide the 
permanent capital is usually going one 
step too far. While it is true that 
even in loaning on stock exchange col- 
lateral the banks are indirectly provid- 
ing permanent capital for business, such 
loans are ordinarily confined to national 
corporation securities, there is a daily 
market and the value of the stocks and 
progress of the company are followed 
with comparative ease. There is prac- 
tically always a buyer at some price 
and the loan is therefore not frozen 
as tight as one based on the stock 
of a close corporation with a limited 
market. 

Where such loans are made the 
banker must certainly consider a great 
deal more than the book value of the 
stock pledged. If the loan is made it 
should be for but a small part of book 
value. The debt of the company should 
be moderate and its current position 
good, with ample working capital to 
assure its continuance even though a 


period of losses should be encountered 
Ability of management to operate the 
company, to snug up its affairs in poor 
times and not to over-expand itself in 
good times must be weighed. If you 
are going to loan on the stock there 
is no doubt that from a credit stand- 
point it must be absolutely unquestion- 
able. 

In loaning the individual you should 
consider what other assets he has aside 
from the stock of the company, you 
should have a statement from him per- 
sonally. Consider his earning ability 
and what income he has aside from the 
company whose stock he is pledging. 
If he is an officer of the company and 
his earning ability depends on the suc- 
cess or failure of the company whose 
stock he is pledging the situation is not 
nearly so desirable as would be the 
case if he had other assets of importance 
and earning power outside of the com- 
pany. If his ability to pay depends 


on that company you are naturally 


basing your credit pretty much on that 
company alone, in which case your 
position is mighty far down the list in 
that you are not even a direct creditor 
and come only after creditors are fully 
satisfied. 





OrIGINALLY CHARTERED, 1812 


THE PENNSYLVANIA COMPANY 


For INSURANCES ON LIVES AND GRANTING ANNUITIES 
Trust COMPANY 


Member of Federal Reserve System 


PACKARD BUILDING, 15th & CHESTNUT STREETS 


PHILADELPHIA 
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STATEMENT OF CONDITION 
DECEMBER 3lst, 1931 
RESOURCES 


CasuH anp Deposit with Frperat Reserve Bank $13,856,047.63 
Dve rrom Banks AND ITEMS IN Process oF. COLLECTION... 26,469,027.25 
Criearinc House ExcHANGE 5,605 ,020.38 
U. S. GoveRNMENT SECURITIES 25,400,100.17 
Suort Term SECURITIES 11,674,065.25 
Orner INVESTMENT SECURITIES 30,419,405.84 
Demand Loans Upon COLLATERAL 91,503,721.95 
Time Loans Upon ConnaTera. 15,255,100.00 
CoMMERCIAL Paper 19,747,243.17 
ReservE Funp For THE Protection or “CasH BALANCES IN 

Trust Accounts” -. 10,062,156.05 
MIscELLANEOUS ASSETS : 2,005,565.57 
INTEREST ACCRUED 1,474,919.71 
Bank BuiLpines, VAULTS AND EQuIPMENT 4,039,277 46 
Customers’ Liapiniry For Lerrers OF CREDIT AND / 333,769.30 


$257,845,419.73 
LIABILITIES 

CAPITAL $8,400,000.00 
SurPius ....... 27,000,000.00 
Unpivivep Prorits 581,848.17 
RESERVED FOR CONTINGENCIES 10,000,000.00 
RESERVED FoR BUILDING 781,366.13 
ReserVED FoR TAXES AND EXPENSES 306,132.04 
RESERVED FoR DivipEND JANUARY 2, 1932 ..........0ceceeee 630,000.00 
Treasurers’ CruiECKS AND CLEARING Hovse Dve Bits 1,309,356.64 
InTerEst PAYABLE Derosrrors 415,153.32 
MisceLLaANeovus LIABILITIES 977,683.59 
Bitts Payarte Feperat Reserve Bank 16,348,666.67 
Lerrers or Crepit Issuep AND AccEPTANCES EXECUTED...... 333,769.30 
Deposits pata et ‘3 190,761,443.87 


$257,845,419.73 


PERSONAL $839,060,512.19 
Corporate ae . 2+. $1,837,438,164.00 


C.S. W. Pacxarp, President James CHESTON, 3RD, Treasurer 





INVESTMENT AND FINANCE 


A MONTHLY SURVEY OF CURRENT DEVELOPMENTS AFFECTING 
THE BANK INVESTMENT MARKET 


JANUARY, 1932 


The 1931 Bond Market in Review 


By C. W. SILLs 
Vice-president Halsey, Stuart & Co., Chicago 


URING 1931 the bond market 
D has had to contend with more 

adverse influences than it has 
faced in any year since the conclusion 
of the World War. It has been a year 
of declining prices in the commodity 
markets, of uncertainty and instability 
on every hand, and of unwillingness 
in nearly every division of business to 
make commitments beyond immediate 
needs. Throughout the industrial and 
commercial world every effort has been 
made to conserve liquid resources and 
to counteract the continued shrinkage 
of values through the conversion into 
cash, wherever possible, of property 
not immediately required in the con- 
duct of business. Hundreds of corpo 
rations throughout the country have 
more cach and liquid assets and less 
inventory than at any time in recent 
history. Thousands of banks, likewise, 
have strengthened their cash position 
to a degree which in ordinary times 
would be considered ridiculous. In- 
dividuals, furthermore, are withholding 
untold millions of dollars which would 
ordinarily flow into the channels of 
business and investment. To cay this 
is to say, in effect, that there has been 
dammed up in this country an enor- 
mous reservoir of capital. 

The existence of liquid capital in 
large amcunts, of course, may mean 
much or little, according to how you 
look at it. So long as confidence is 
lacking to an extreme degree, it means 
little or nothing so far as prospects for 
immediate investment business are con- 
cerned. Potentially, however, it is an 
influence which some day must con- 


tribute directly to 
investment market. 

A fact to which the entire investment 
world should reconcile itself is that a 
great many serious problems still re- 
main to be solved before the business 
affairs of the world are brought back 
to a state of health. The multiplicity 
and complexity of these problems were 
scarcely recognized by anyone two years 
ago, and no one can say today what 
length of time will be necessary for 
their solution. Scarcely anyone will 
question the statement that investment 
sentiment in this country will run 
strongly toward conservatism for many 
years to come. Even a moderate re- 
vival of confidence, therefore, should 
have a salutary effect upon the market 
for sound bonds. So completely has 
speculation been discredited among the 
solid, seriousminded people of this 
country during the last two years that 
the lesson will be a long time in wear- 
ing off. At no time in a great many 
years has sound security, combined with 
regular income at a fixed rate, seemed 
of such supreme importance to the 
average American as today. The ordeal 
of this depression will not have been 
undergone in vain if certain millions 
of American investors have acquired 
the viewpoint of true investment and 
will adhere to it hereafter. It is upon 
such a viewpoint alone that sound and 
comparatively steady progress can be 


based. 


the 


recovery in 


LOOKING BACK AT 1931 


The history of the bond market 
during 1931 may, for the purposes of 
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this review, be divided into two parts. 
During the first six months of the year 
there was an active demand for bonds 
of high quality. The total volume of 
such issues brought out during the first 
half of 1931 was $2,742,000,000, and 
this will probably prove to be around 
three-fourths of the total volume of 
new financing for the full year. The 
volume of new bond offerings brought 
out during this period is the more note- 
worthy by reason of the fact that activ- 
ity during this period was by no means 
evenly sustained, but was repeatedly 
slowed up by disturbing developments 
in both the domestic and the foreign 
financial situation. 

By midsummer the bond market had 
settled down to a state of reduced 
activity, with prices moderately lower 
than the levels established earlier in the 
year. With the approach of fall, there 
were signs of improvement for a time, 
but these were destined very soon to 
give way before further and more 
general impairment of confidence. The 
bond market during the second half of 
the year, as a result, has been char- 
acterized by unprecedented buying re- 
sistance, declining prices, and greatly 
reduced activity. 


GILT-EDGE ISSUES IN DEMAND 


Investment demand during the first 
six months of the year ran almost 
exclusively toward the so-called gilt- 
edge class of bonds. Much of the buy- 


ing came from institutional and corpo- 
rate sources, with banks and individuals 
during this time playing only a rela- 
tively minor part in the market. 

At the same time that gilt-edge bonds 
were showing increasing strength, bonds 
of the less recognized type continued to 
be neglected and to lose ground. This 
is explained by the fact that the attitude 
of investors was one of exaggerated con- 
servatism. Bonds were again in favor, 
but only bonds whose ultra-conservative 
character was universally recognized, 
and whose ready convertibility into cash 
was considered to be beyond serious 
question. Short-term issues of high 
quality were also in good demand, as 
is to be expected at a time when the 
investing public is in a mood neither 
to assume ordinary risk nor to make 
commitments of a more permanent 
character. 

By early fall, the financial and 
business situation was undergoing an 
obvious change for the worse. Busi- 
ness, instead of showing signs of re- 
cuperation, was plainly slipping toward 
lower levels. The difficulties of foreign 
countries were becoming aggravated, 
and a dark cloud was settling down 
upon the international financial horizon. 
Domestic news was filled with state- 
ments about increasing unemployment, 
dividend omissions, declining corporate 
earnings, increasing bank and commer- 
cial failures, and unfavorable items of 
every sort and description. Confidence, 
already none too buoyant, all but dis- 
appeared completely. 

And with confidence, of course, went 
the principal support of the bond 
market. Demand for obligations of 
even the highest quality fell off greatly. 
Issues of the less recognized type, many 
of which had already been selling at 
ridiculously low prices, slumped to 
levels reflecting an almost complete lack 
of demand. The months of October 
and December were unique for the fact 
that new offerings of bonds dropped 
practically to the vanishing point—a 
phenomenon which does not appear in 
the record of any month as far back 
as the conclusion of the World War. 





Bonds for Investment 


Municipal, Railroad, Public Utility, 
Industrial, Real Estate, 
Foreign and Domestic 


Financing 


Chase Harris Forbes 


Corporation 


The Chase National Bank Building 
60 Cedar Street, New York 


The total volume of bonds and notes 
offered in the United States during 
1931 showed a substantial decline from 
the total for 1930. It was also mate- 
tially less than the average yearly 
volume during the five-year period from 
1926 to 1930, inclusive. Total offer- 
ings of bonds and notes during the first 
eleven months of 1931 were, in round 
figures, $3,570,000,000. This compares 
with a total for the full year 1930 of 
$6,108,000,000; and with an average 
for the five years from 1926 to 1930 
of $6,283,000,000. 

The total of new bond offerings of 
all kinds during the eleven months, in 
other words, was slightly under 57 per 
cent. of the five-year average. 

Public utility bonds exceeded all 
other classes in respect to volume of 
new offerings during the first eleven 
months of 1931. The total was 
$1,234,000,000. This amount is less 
by more than a half billion dollars 
than the total for the full year 1930, 
and over 23 per cent. less than the 
five-year average total. 

State and municipal offerings came 


next with a total for the eleven months 
of $1,208,000,006—about 15 per cent. 
under the five-year average of $1,411,- 
000,000, and roughly 20 per cent. 
under the total for 1930. 

Offerings of rail bonds during the 
eleven months were $516,000000, as 
compared with a total last year of 
$960,000,000, and a five-year average 
volume of $654,000,000. 

Offerings of other types for the 
eleven months may be summarized 
briefly as follows: real estate, $125,- 
000,000—less than one-fourth the five- 
year average volume; investment trust, 
trading and holding company bonds— 
practically none during 1931; foreign 
issues, other than Canadian, about 
$78,000,000—less than 10 per cent. of 
the five-year average; industrial is:ues, 
about $284,000,000—less than 32 per 
cent. of the five-year average volume. 

As has already been intimated, offer- 
ings of short-term issues ran into larger 
volume than usual during the first 
eleven months of 1931. Short-term 
corporate offerings during that time 
totaled $383,000,000, as compared with 
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8 Decades of Expansion 


1852 -- 1932 


Since the first Associated properties began 
operating 80 years ago, there have been a 
dozen depressions, including those of 1857, 
1883, 1893, 1907, and 192l. Yet, so vigorous 
has been the growth of the gas and electric 
industries and so steady the demand for 
their services that each dull period has been 
followed by progress unmatched before. 
Progress in the Associated System has 
been especially rapid since 1920. In these 
years the number of customers increased: 
from 682,59 to 1,442,106; gross earnings 


from $51,164,774 to $111,180,063, and number Forinformation about facili- 


of security holders from 121 to 231,055. 


Associated Gas & Electric System 


61 Broadway 


a five-year average of $377,000,000. 
The volume of short-term offerings for 
this year is, however, far below that 
for 1930 when new short-term corpo- 
rate issues reached the extraordinary 
total of $657,000,000. 


Offerings of short-term municipal 
obligations will probably establish a 
new record in 1931. For the first 
eleven months new issues of this type 
totaled about $995,000,000, and it is 
expected that the volume for the full 
year will approximate $1,050,000,000. 
This compares with the previous record 
total of $952,000,000, which was estab- 
lished in 1930. The large volume of 
such issues during 1931 is explained by 
the heavy demand for short-term bonds 
of high quality. Capital for public 
improvements, in other words, could 
frequently be secured at much less cost 
through the sale of short-term bonds, 
rather than long-term issues. 


INCOME OFFERED BY NEW ISSUES 
The average rate of return offered 


by new bond issues brought out during 
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most of 1931 has been considerably 
below that offered in previous years. 
This has been due to the fact that 
investment interest has been concen- 
trated almost entirely upon long-term 
issues of high quality and upon high 
grade short-term obligations. Bonds of 
the less recognized type, on the con- 
trary, have made up only a very minor 
part of the new issues placed upon the 
market during the last two years. 
During the concluding months of this 
year, however, the yields offered by 
both long and short-term bonds of 
high quality have averaged consider- 
ably higher. This upturn has resulted 
partly from the recent rise in money 
rates, and partly from the endeavor of 
underwriters to adjust their offerings 
to the new conditions in the market. 


HOW SHOULD THE INVESTOR REGARD 
PRESENT CONDITIONS? 


No one can say whether the trend 
of bond prices in the immediate future 
will be upward, or still farther down- 
ward; but, from the strict investment 
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GMAC NotTEs 


are a standard medium for short term investment. Based on 
highly liquid assets, they provide a sound instrument for 
the temporary employment of surplus funds. GMAC obli- 
gations are in country-wide demand for the security port- 
folios of individuals, institutions and thousands of banks. 


available in convenient maturities and 
denominations at current discount rates 


GENERAL Morors 
ACCEPTANCE CORPORATION 


OFFICES IN 


CAPITAL AND SURPLUS 


point of view, the correct answer to 
this question is not of vital importance. 
Investment is concerned less with profit 
than with sound security and income 
at a fixed rate, regularly paid; it is 
concerned less with hopes of the future 
than with the realities of the present. 

To the investor with unemployed 
funds who is groping for light as to 
how they can most advantageously be 
employed, the following propositions 
should recommend themselves for se- 
rious consideration: 

a. That the bond market at present 
offers many opportunities for the in- 
vestor to secure extraordinarily high 
rates of income; 

b. that in the past history of the 
bond market such opportunities have 
recurred only at relatively long inter- 
vals; 

c. that the most acute stages of bond 
market depression have not usually been 
of long duration; 

d. that there has never been a severe 
general depression in the past history 
of the country when a great many 
people did not suspect that the world 


PRINCIPAL 
Executive Office -- BROADWAY at 57TH STREET 


CITIES 
- New York City 


SEVENTY MILLION DOLLARS 


was on the threshold of disintegration; 

e. that only an infinitesimal percent- 
age of those who in the past have 
sought to buy at the bottom have 
accomplished their purpose—for rarely: 
indeed has the turning point of any 
price movement been definitely rec- 
ognized before it already lay some 
distance behind us. 

These facts, while they do not imply 
a thing about the market tomorrow or 
a month from now, do contain certain 
suggestions for the investor who has 
been uncertain of his long-range policy, 
and who, consequently, has been hesi- 
tating between action and further delay. 

Just as investors were fond of looking 
back a few years ago upon the invest- 
ment opportunities of 1921, so they are 
virtually certain sooner or later to look 
back upon those of the present period. 
It is impossible to say how long these 
opportunities will last—or whether they 
will become greater before they again 
disappear. But we know that today 
they exist, and that the investor can 
make sure of them by taking advantage 
of them now. 
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A CONDENSED STATEMENT of CONDITION 


(Covering all Offices and Foreign Branches 
as of December 31, 1931 


RESOURCES 

Cash in Office and with Federal Re- 

serve Bank $72,261,278.05 
Due from Banks 60,358,468.95 
United States Government Securities 56,530,132.90 
State and Municipal Securities.... 15,239,141.01 
Acceptances of Other Banks 14,324,597.87 
Collateral Demand Loans to Banks 

and Brokers $245,255,062.40 
Loans, Discounts and Investments 314,651,883.56 
Banking Houses 14,804,630.26 
Customers’ Liability Account of Acceptances 25,346,245.11 
Accrued Interest Receivable and Other Assets.... 3,228,050.31 


Total $603,285,871.64 
LIABILITIES iia ha 
Capital $44,500,000.00 
Surplus and Profits 33,419,183.72 $77,919,183.72 
Reserves, including Interest, Taxes, Dividend, 

Unearned Discount, and Contingencies 11,449,517.70 
Acceptances Executed for Customers 26,397 ,597.85 
Endorser on Acceptances and Foreign Bills Sold. . 1,757,073.20 
Agreements to Repurchase United States Govern- 

ment Securities 2,065,000.00 
Items in Transit with Foreign Branches 6,708,087.15 
Deposits 476,989,412.02 


Total $603,285,871.64 


nM 


The figures of Oid Colony Trust Company and The First National Old 
Colony Corporation, both of which are beneficially owned by the stock- 
holders of The First National Bank of Boston, are not included in the above 
statement. 





Banking and Commercial Law 


A Monthly Review of Important Decisions of Current Interest 
Handed Down by State and Federal Courts 


By JoHN Epson Brapy 
Of the New York Bar 


LOSS NOT COVERED BY 
FIDELITY BOND 


Chicora Bank v. United States Fidelity 
& Guaranty Co., Supreme Court of 
South Carolina, 159 S. E. 

Rep. 454 


HERE a bank fails to discover 

\ x / a defalcation by its cashier dur- 

ing the term of the cashier's 

bond or within six months thereafter, as 

required by the bond, the surety com- 

pany tsuing the bond is not liable for 
the loss. 


OPINION OF THE COURT 


COTHRAN, J.—This is an action 
commenced February 26, 1930, upon a 
fidelity bond issued on July 16, 1923, 
purporting to indemnify the bank from 
loss sustained by the fraud or dishonesty 
of any employee, amounting to larceny 
or embezzlement. The term of the bond 
was one year, July 16, 1923, to July 16, 
1924; it expired on the last date men- 
tioned by its limitation, and was not 
renewed. It covered, among other em- 
ployees, Thomas J. Crane, cashier, to the 
extent of $10,000. © 

Pending the life of the bond, on 
February 27, 1924, the bank sustained 
a loss, by reason of the fraud and dis- 
honesty of Crane, amounting to theft, of 
$3305.30, as of February 1, 1924; it was 
not discovered until November 20, 1929; 
formal notice and claim were made with- 
in a few days. The guaranty company 
refused to pay the loss, alleging, as will 
be explained, that under the terms of the 
bond there was no liability. 

The bond provides that the indemnity 
shall be made good, in consideration of 
the premium and “subject to the condi- 
tions and provisions’ herein contained, 


which shall be conditions precedent to 
the right of the employer to recover 
under this bond . . . which said loss shall 
be discovered during such term or within 
six months thereafter. . . .” 

The appeal turns upon a solution of 
the question whether the capitalized 
clause constitutes a condition upon 
which the plaintiff's right to recover 
depends. 

The case was tried at October term, 
1930, by his honor, Judge Mann, with- 
out a jury, upon the pleadings and an 
agreed statement of facts, substantially 
as set forth above. He filed an order 
dated October 18, 1930, rendering judg- 
ment in favor of the bank for $3305.30 
with interest at 7 per cent. per annum 
from February 1, 1930, aggregating 
$3471.11, as of the date of the order. He 
interpreted the clause above capitalized 
as designating simply a duty to be per- 
formed by the bank, rather than a con- 
dition upon the performance of which 
liability upon the guaranty company at- 
tached; and that the company was not 
entitled to immunity unless it showed 
that it had suffered loss or injury by rea- 
son of the bank’s failure to perform that 
duty. His conclusions were thus ex- 
pressed: “I conclude and so hold that 
this bond covered losses sustained by the 
bank -by reason of the fraud and dis- 
honesty of its cashier, Thomas J. Crane, 
amounting to larceny or embezzlement, 
and occurring between July 16, 1923, 
and July 16, 1924, and that one of the 
duties imposed by the bond upon the 
employer was to discover such loss dur- 
ing the term of the bond or within six 
months thereafter. I find that this loss 
was not discovered during the term or 
within six months thereafter but was 
discovered in November, 1929, and I 
further find and so hold that the defen- 
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iN CLEVELAND the 12 large commer- 
cial banks, with aggregate deposits of 
$1,085,000,000, furnish checks on 
la Monte Safety Paper. To them and 
their customers la Monte checks are 


safe checks, durable and distinctive, 
readily identified and widely accepted 
as the standard. 

George La Monte & Son, 61 Broadway, 
New York City. Also branch offices in Chi- 
cago, Cleveland, Kansas City, St. Louis, At- 
lanta, Dallas, San Francisco and Baltimore. 


LA MONTE NATIONAL SAFETY PAPER 
FOR CHECKS - Identified by wavy lines 


dant has failed to show that it has suf- 
fered loss or injury by reason of the 
failure of the bank to discover this loss 
at an earlier date, and, therefore, the 
bank is entitled to recover the amount 
of said loss from the defendant.” 

From this judgment, the defendant 
has appealed, taking the position that 
unless the fraud was discovered during 
the term, or within six months there- 
after, which concededly was not dene, 
there is no liability upon the bond. 

If the clause has been con-trued as re- 
quiring the guaranty company to dis- 
cover the loss within the time limited, 
a construction which is impossible, there 
might have been a sound basis for al- 
lowing the plaintiff to recover; but the 
construction adopted by his honor, the 
presiding judge, that the duty was in- 
cumbent under the contract upon the 
bank, appears to close the debate upon 
the issue of a condition. If a condition 
there is no law that requires the party 


seeking the benefit of the condition to 
show that the breach has caused loss to 
him; it is a matter of contract, of sub- 
stantial benefit to the guaranty company 
to have the period within which the loss 
was to be discovered, fixed and deter- 
mined. It was a safeguard to it to im- 
pose upon the insured such reasonable 
effort to keep in touch with its employes’ 
work and faithfulness. 

It cannot be contended that such a 
limitation is obnoxious to the law of 
contracts; the limitation of an insurer's 
liability upon a fidelity bond to losses 
sustained and discovered within a stipu- 
lated period has been recognized and 
enforced in scores of instances. 

In 14 R. C. L. 1268 it is said: “... 
It is well settled that where the liability 
of the insurer is expressly limited in an 
indemnity or fidelity contract to losses 
discovered within a specified time, there 
is no liability unless the fraud, dishonesty 
or negligence causing the loss not only 
occurs but is discovered with n the time 
limit, and the mere fact th t the dis- 
covery of a fraud during th: : period is 
prevented by the concealment thereof by 
the defaulter will not extend the period 
of indemnity. The insured is bound to 
discover the loss during the prescribed 
period, and if he fails to do so the in- 
surance company is not liable.” See, also, 
4 Joyce Ins. (2d Ed.) page 4656. 

In the case of Ballard County Bank’s 
Assignee v. U. S. F & G. Co., 150 Ky. 
236, 150 S. W. 1, 2, Ann. Cas. 1914C, 
1208, the indemnity bond sued upon was 
in practically the same words as appear 
in the bond in question. In discussing 
the validity of the condition, the court 
said: “The effect of such a provision 
in a bond is helpful rather than hurtful. 
Knowing that no recovery can be had 
for losses not discovered within the time 
fixed by the bond, the bond itself is an 
incentive to the officers of the bank to 
do their duty by making frequent and 
careful examinations of the accounts of 
its employes. Similar provisions to the 
one in question have been upheld by the 
courts; and it is well settled that, where 
the liability of the insurer is limited to 
losses discovered within a specified time, 
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there is no liability, unless the fraud, 
dishonesty, or negligence causing the 
loss not only occurred, but was dis- 
covered within the time limit.” 

In 25 C. J. 1096, it is said: “The 
bond or policy sometimes contains a 
provision limiting the liability of the 
insurer to losses discovered during the 
time of its continuance, or of any re- 
newal thereof, or within a fixed period 
thereafter, or within a fixed period after 
the death, dismissal, or retirement of the 
employe, or to losses sustained within a 
given time prior to discovery.” 

In reference to a similar bond, the 
court, in De Jernette v. Co., 98 Ky. 558, 
33 S. W. 828, 829, said: “The com- 
pany desired by these provisions to 
require vigilance on the part of the 
employer to discover and give notice of 
the fraud or dishonesty of the employed. 
It was of the utmost importance that 
this be done. The company could pro- 
tect itself to some extent by having such 
information. It required, and had the 


right to expect, vigilance on the part of 


the employer.” 

In construing a bond with a similar 
provision, the court, in Mayor, etc., of 
City of Brunswick v. Harvey, 114 Ga. 

33, 40 S. E. 754, 756, said: “The 
municipal authorities doubtle:s read 
these conditions, stipulations, and limita- 
tions. They accepted the bond contain- 
ing them, and the company gave ample 
time for the discovery of the fraud or 
dishonesty of the treasurer—12 months 
from the execution of the bond to its 
expiration, and 6 months thereafter. If 
a city accepts such a bond, it is as much 
bound by the contract as is the company; 
and, if it fails to comply with the terms 
of the contract, it cannot recover, how- 
ever great the loss it may sustain. It is 
the duty of courts to construe contracts 
as they are made, however hardly the 
construction may bear upon one of the 
parties.” 

In Ladies v. Ill. Co., 196 Mich. 27, 
163 N. W. 7, 8, the court said: “The 
provisions of the bond limiting liability 
thereon to losses which shall be dis- 
covered within six months after the 
‘finance keepers’ ceased to occupy their 


positions and within six months after the 
expiration of the bond, and requiring 
suit to be brought within one year after 
the termination of the bond, are valid 
and enforceable provisions. Lyons v. 
Nat. Surety Co., 243 Mo. 607, 147 
S. W. 779; Granite Bldg. Co. v. Saville’s 
Adm’r, 101 Va. 217, 43 S. E. 351; Lom- 
bard Investment Co. v. Amer. Surety 
Co. (C. C.) 65 F. 476. It is for the 
interest of the parties to these indemnity 
contracts, and to the public generally, 
that defalcations of parties holding 
positions of trust and confidence should 
be promptly discovered and stopped, 
and those guilty of such defalcations 
promptly dealt with. Provisions tend- 
ing to bring about such results are not 
against public policy, but are valid and 
enforceable.” 

In Macdonald v. Aetna Co., 90 
Conn. 226, 96 A. 926, it was held, 
quoting syllabus: “The parties to an 
indemnity bond may by express stipula- 
tion limit the time when the liability 
of the indemnity company should ex- 
WS. 6.4? ' 

In Hartford Co. v. Neiman-Marcus 
(Tex. Com. App.) 285 S. W. 603, it 
was held that employes’ fidelity bond 
may provide that insurer shall be liable 
only for defalcations discovered within 
any twelve-month period, or within 
three months thereafter. 

The case of Fidelity & Casualty Co. 
v. Bank of Timmonsville, 139 F. 101, 
was a case decided by the circuit court 
of appeals on writ of error to the circuit 
court for the district of South Carolina 
at Charleston. A similar limitation in 
the indemnity bond involved, as to the 
period within which the liability existed 
was sustained by the court. 

In Lyons v. National Co., 243 Mo. 
607, 147 S. W. 778, 782, it was held 
that a bond given by a surety company 
against embezzlement by bank cashier 
during a stated term, and covering losses 
“discovered during said term or within 
six months thereafter, and within six 
months after the determination of this 
obligation,” no obligation was imposed 
upon the surety company for embezzle- 
ment by the cashier, which was not 
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discovered until more than three years 
after the termination of the bond. The 
court, referring to the Timmonsville 
Case (C. C. A.) 139 F. 101, said: “The 
case last cited clearly holds that there 
is no liability unless the discovery of the 
loss is made within the time agreed upon 
in the bond, and fully sustains appel- 
lant’s contention.” (Citing cases.) 

In the case of American Surety Co. 
v. Pauly, 170 U. S. 133, 18 S. Ct. 552, 
558, 42 L. Ed. 977, the bond construed 
by the court was not materially different 
from the bond in this case. Referring 
to the provision as to the discovery 
of the loss during the term of the bond, 
or within six months thereafter, Harlan, 
J., delivering the opinion, said: “Un- 
doubtedly, the company did not agree 
to be liable for any fraudulent or dis- 
honest act of the cashier not discovered 
until after six months from his retire- 
ment from the service of the bank.” 

It seems clear, therefore, that the 
motion of the defendant for a directed 
verdict should have been sustained. 

The judgment of this court is that 
the judgment of the circuit court be 
reversed, and that the case be remanded 
to the court of common pleas for Ander- 
son County, with direction to enter 
judgment in favor of the defendant 
under Rule 27. 


LOSS THRCGUGH_ IMPROPER 
TRANSFER OF STOCK NOT 
COVERED BY INDEM- 
NITY BOND 


New York Trust Co. v. Royal Indemnity 
Co., New York Supreme Court, 
Appellate Division, October, 

1931 


A bankers’ blanket bond, insuring a 
trust company against loss of securities 
through “misplacement” does not pro 
tect the company, acting as transfer 
agent of stock, as to a loss resulting from 
the mistake of an employe in charging 
shares transferred against the wrong 
account. 

Submission of a controversy upon an 
agreed statement of facts under section 
546 of the Civil Practice Act. 


OPINION OF THE COURT 


McAVOY, J.—On the 12th day of 
October, 1923, defendant executed and 
delivered to plaintiff its “bankers blanket 
bond,” which was alleged to have been 
in effect during the times mentioned in 
the submission. The defendant under- 
took, according to the bond, to in- 
demnify the plaintiff “from and against 
any loss sustained by the plaintiff” prior 
to its termination. The bond contained 
coverage for losses sustained under cer- 
tain contingencies. The insuring clause 
is as follows: 

“(B) Any loss of money, currency, 
bullion, bonds, debentures, scrip, certifi- 
cates, warrants, transfers, coupons, bills 
of exchange, promissory notes, checks or 
other similar securities, in which the 
insured has a pecuniary interest, or 
which are held by the insured a: col- 
lateral or as bailee, trustee, custodian, 
agent or any other capacity, and whether 
or not the insured is liable therefor (all 
of such money, currency, bullion, bonds, 
debentures, scrip, certificates, warrants, 
transfers, coupons, bills of exchange, 
promissory notes, checks or other similar 
securities being hereinafter referred to as 
property), through robbery, larceny 
(whether common-law or statutory), 
burglary, theft, holdup, misplacement or 
destruction, whether effected with or 
without violence or with or without 
negligence on the part of any of the 
employes, while the property is within 
any of the insured’s offices covered here- 
under, or within any recognized places 
of safe deposit within the United States, 
or within the premises of any of the 
insured’s bankers, or lodged or deposited 
by the inzured in the ordinary course 
of business for exchange, conversion or 
registration with the issuers thereof or 
with any agents of such issuers, or with 
any persons employed to procure or 
manage the exchange, conversion or 
registration thereof.” 

Plaintiff was the common stock trans 
fer agent for Warner Bros. Pictures, 
Inc. On the 6th of December, 1928, 
plaintiff, as such transfer agent, issued 
three (3) certificates, each for one hun- 
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dred (100) shares of the common stock 
of that corporation, as follows: 

Certificate No. C-11583, stockholder 
Elwin C. MacBride; certificate No. 
C-11584, stockholder Elwin C. Mac- 
Bride; certificate No. C-11585, stock- 
holder W. Eric Cronon. 

These certificates were credited by 
plaintiff on the stock books of the “pic- 
ture corporation.” 

These certificates, upon May 1, 1929, 
were presented to the plaintiff for trans- 
fer. A “typist employed by the plaintiff 
prepared the transfer report for the day 
in connection with the common stock of 
Warner Bros. Pictures, Inc.” This re- 
port showed that these three certificates 
were “charged to and canceled from the 
account of Elwin C. MacBride.” The 
report should have shown only the first 
two numbered certificates .“‘as charged 
to and canceled from” his account. It 
should have shown the last numbered 
certificate “as charged to and canceled 
from the account of W. Eric Cronon.” 
In the regular course of business this 


typist delivered said report “to a book- 


keeper employed by the plaintiff.” He 
debited the account of Elwin C. Mac- 
Bride with 300 instead of 200 shares 
of stock. 

The record then showed that there 
were 100 shares to the credit of W. Eric 
Cronon. “Said account should not have 
had any credit whatever.” So, too, the 
account of Elwin C. MacBride was short 
100 shares of the stock. 

This condition continued to exist upon 
the 27th day of June, 1929. On that day 
“Warner Bros. Pictures, Inc., pursu- 
ant to provisions in its certificate of 
incorporation, issued additional stock on 
the basis of one share of common stock 
for each share of common stock out- 
standing to the holders of record of 
common stock as of the close of business 
on that day.” 

Amongst others, plaintiff, as transfer 
agent, issued for distribution certificate 
No. AC9464 for 100 shares of stock of 
the picture corporation “to the holders 
of record of common stock as of the 
close of business on June 27, 1929.” 
This certificate was duly mailed by an 


employe of the plaintiff to W. Eric 
Cronon, and was received by him. 
Cronon, in good faith and in the belief 
that he was lawfully entitled thereto, 
delivered such certificate “to his broker 
duly indorsed in blank as collateral for 
a margin account.” Cronin was unable 
to cover his account with the broker, 
and the certificate subsequently became 
the property of the broker. 

To make delivery to Elwin C. Mac- 
Bride of 100 shares, plaintiff, upon the 
19th day of November, 1929, purchased 
an equal number of shares for $4090. 
Of this sum it has received from Cronon 
$1090 and a note for the balance which 
Cronon failed to pay upon presentation. 
The acceptance of this payment and the 
note do not, however, affect “the obliga- 
tions, if any, of the defendant under” 
its bond. 

This controversy is submitted because 
of the failure of the parties to agree 
upon whether the bond under the stipu- 
lated facts covers the loss sustained by 
the plaintiff. 

The defendant undertook and agreed 
to indemnify the plaintiff and hold it 
harmless for loss of certain species of 
“property.” “Property” includes certifi- 
cates of stock. Such “property” to be 
covered (in so far as material to the 
controversy) must be lost through “mis- 
placement” “while the property is with- 
in any of the insured’s offices covered 
hereunder.” 

The question presented is whether un- 
der the facts stipulated there has been 
a “misplacement” of any property as de- 
scribed in the bond “on the premises of 
the plaintiff” resulting in the loss of that 
property. 

Plaintiff contends that the act initiated 
by plaintiff's typist in error, resulting in 
plaintiff's clerk mailing to Cronon the 
stock dividend certificate belonging to 
MacBride, amounted to a misplacement 
of that certificate on the plaintiff's prem- 
ises, occasioning a loss to the plaintiff. 
It is argued that the wrongful placing of 
the certificate in the envelope, following 
the errors committed by the plaintiff's 
employes, resulted in the loss of certifi- 
cate, and that the acts of plaintiff's 
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employes in mailing amounted to a mis- 
placement resulting in loss. 

Defendant contends that the language 
of the “blanket bond” contemplates the 
physical loss of the certificate within the 
office of the insured, and that the fact 
that it was sent to Cronon through error 
may not be said to be a misplacement in 
the office of the plaintiff, nor a loss in 
the said office; that the certificate at all 
times could have been located while in 
the office; that it may not be said that 
it was lost in the office because it should 
not have been made out and mailed to 
Cronon; that it is a physical loss of the 
certificate in the office to which indem- 
nity extends, not a loss through improp- 
erly issuing or forwarding the certificate 
from the office. 

Upon the discovery of the error in the 
accounts of the two customers plaintiff 
was aware how the loss occurred and 
where the certificate was, and that it 
was never lost while in its office. 

It is further contended by the defen- 
dant that the certificate could not be said 
to have been lost through misplacement. 
Lo:s through misplacement may only 
occur through an actual physical loss. 
The damage has occurred through im- 
proper forwarding or listing, but that is 
not enough. Under the terms of the 
bond, unless the certificate cannot be 
located, indemnity does not arise. 

Defendant contracted to insure against 
a loss caused by the “loss of the certifi- 
cate through misplacement.” Méisplace- 
ment alone would not bring the damage 
or loss within the terms of the bond. 
The loss of the certificate through a mis- 
placement in the office is the risk against 
which insurance runs. While the plain- 
tiff knows where the certificate is it has 
not been misplaced. Although plaintiff 
cannot repossess itself of the certificate, 
under no definition could it be said to 
have been misplaced. The loss resulted 
through mistakes on the part of the em- 
ployes, but the bond does not run as 
indemnity against those mistakes. While 
there was a loss to the plaintiff through 
the carelessness or negligence of the em- 
ployes, the loss did not arise or result 
from a lost or misplaced certificate. Con- 


sequently the terms of the bond not in 
suring against the loss which is set out 
in the submission, there can be no re- 
covery on the bond, and the judgment 
should go for defendant. 

All concur. 


BANK SUPERINTENDENT NOT 
AUTHORIZED TO BID IN 
COLLATERAL HELD BY 
FAILED BANK 
In re Broderick, Superintendent of 
Banks; In re State Bank of Canastota, 
New York Supreme Court, 253 
N. Y. Supp. 28 

Under the laws of New York, the 
superintendent of banks has no author- 
ity to purchase, for the benefit of the 
creditors of a failed bank, securities held 
by the bank as collateral for loans. 

Proceeding by Joseph A. Broderick, 
state superintendent of banks, for an 
order approving his purchase of certain 
stock for the benefit of the creditors of 
the State Bank of Canastota, N. Y., in 
liquidation. 

Application denied. 


OPINION OF THE COURT 


HEATH, J.—This is an application 
by the New York state superintendent 
of banks for an order approving the 
purchase by him as such superintendent 
of certain stock for the benefit of the 
creditors of the State Bank of Canastota, 
N. Y. 

On the 19th day of December, 1930, 
pursuant to section 37 of the Banking 
Law, the superintendent of banks of the 
State of New York took over the affairs 
of the State Bank of Canastota, N. Y., 
for the purpose of liquidation. Among 
the assets were certain collateral notes 
given by one Claude B. Ellis, totaling 
$18,990, secured by a collateral assign- 
ment of 320 shares of common stock in 
the A. E. Dew & Sons, Inc., and 65 
shares of common stock in the Worlock 
Stone Company, Inc. Payment of these 
obligations having been refused, the 
superintendent of banks, on August 1, 
1931, after due notice, held a public 
sale of said stock. When the stock of 
the Dew Corporation was offered, va’ 
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rious bids were made, commencing at 
$5 per share, and resulting in a bid of 
$18 by one A. E. Dew. The next and 
final bid was $19 per share, made by a 
representative of the superintendent of 
banks, and the stock was struck off to 
said superintendent. On the sale of 
the stock in the Worlock Stone Com- 
pany, Inc., a representative of the 
superintendent of banks started the bids 
at $10 per share, a Mr. Ballard bid $11, 
whereupon the representative of the 
superintendent of banks bid $20, and 
the stock was declared sold to the said 
superintendent. 

The question presented to the court is 
whether or not the superintendent of 
banks has the authority, under the 
Banking Law, to make these purchases 
in his name. 

When the state superintendent takes 
over the affairs of a bank pursuant to 
section 57 of the State Banking Law, he 
does so for one purpose, namely, liquida- 
tion. It would hardly be claimed that 
he has the power to engage in business 
in an attempt to recoup the bank’s losses. 
Within reason he should take whatever 
steps are necessary to conserve the assets 
of the bank. If the bank owns a build- 
ing and the roof leaks, the superinten- 
dent should be permitted to expend a 
reasonable sum to repair the leak, 
pending sale. Section 69 of the Banking 
Law provides: “The superintendent is 
authorized, upon taking possession of the 
property and business of such corpora- 
tion or private or individual banker or 
personal loan broker, to liquidate the 
affairs thereof and to do all acts and to 
make such expenditures as in his judg- 
ment are necessary to conserve its assets 
and business.” The state superintendent 
of banks urges that the language just 
quoted is broad enough to allow him to 
expend money for the purchase of stock 
offered for sale pursuant to a collateral 
agreement. It is urged that, if sub- 
stantial bids are to be obtained, it is 
necessary for the state superintendent 
to make bids and have authority to con- 
summate a purchase. Such authority 
would be fraught with many dangers, 
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and it is doubtful that the statute so 
provides. 

While it is true that the superinten- 
dent of banks is charged with the duty 
of disposing of the assets of the bank 
to the best advantage, it is doubtful if 
that duty extends further than providing 
for a freely conducted and open public 
sale. Perhaps after a sale has been had, 
the superintendent of banks may present 
to the court facts to establish that the 
purchase price obtained on the sale was 
inadequate in view of the actual market 
value of the thing sold. If so the sale 
need not be confirmed and another sale 
may be required. It is within the possi- 
bilities of the case that a second or third 
sale might not produce a price which 
the superintendent of banks maintained 
was the real market value of the thing 
sold. But if after one or two resales, 
fairly conducted, it were found that the 
price bid was still lower than that which 
the superintendent of banks maintained 
was a fair price, the court might be justi- 
fied in coming to the conclusion that the 
superintendent of banks was in error as 


to what the true market value really 


was. It must be remembered that the 
sale of assets of a bank is of interest 
to a great many people. It is not similar 
to the sale of an automobile held under 
a chattel mortgage, for in that instance 
after all the only persons really inter- 
ested are the mortgagor and the mort- 
gagee. The sale of assets of a bank 
interests hundreds, perhaps thousands of 
persons; i.e., the depositors, the stock- 
holders and other creditors of the bank. 
In other words, since it is the duty 
of the superintendent of banks to con- 
vert the assets into cash, it would seem 
he should be held to have complied with 
that duty if he has provided a duly 
advertised and freely conducted public 
sale. 

There may be no end to the process 
of liquidation if the superintendent of 
banks has the authority to buy property. 


As an illustration of what may happen, 
an actual occurrence in the liquidation 
of the State Bank of Canastota, N. Y., 
may be cited. The superintendent of 
banks has filed an application to confirm 
a sale of real estate under a second 
mortgage foreclosure. The second mort- 
gage amounted to $750; the first 
amounted to $2000. The state super- 
intendent of banks bid in the property 
for the sum of $200 subject to the first 
mortgage. He has filed a petition to 
confirm that sale to himself, also asking 
leave to expend $2000 and accrued 
interest to pay up the first mortgage 
which is about to be foreclosed, as well 
as $218.33 for taxes. If the superinten- 
dent has the right to take title in his own 
name for the sum of $200, he may well 
be justified in asking leave to expend 
an aditional $2218.33 to conserve what 
he has already bought. But can it be 
argued that the Legislature intended the 
superintendent to have the authority to 
speculate as to future values or to 
repudiate a market value set after a fair 
and free public sale? 

The only reported case where the 
superintendent of banks bid in the 
property in his own name is Hutton v. 
Consolidated Briarwood Estates (1918) 
185 App. Div. 663, 173 N. Y. S. 414. 
In that case a mortgage was foreclosed 
against lots which were under contract 
to be sold to the plaintiff. Inasmuch as 
the superintendent of banks had accepted 
payments from the plaintiff on the con- 
tract, the court might well hold, and 
indirectly did hold, that it was the duty 
of the superintendent of banks to protect 
the plaintiff, thereby conserving the assets 
of the bank and preventing an action by 
the plaintiff for damages. 

It is the opinion of this court that 
the sale held on August 1, 1931, should 
not be confirmed, for the reason that 
purchase was made in the name of the 
superintendent of banks. A resale should 
be had after proper notice. 





The Financial Situation Abroad 


A Monthly Survey of Current Financial, Economic and Political 
Events in Great Britain and the Nations of Europe 
and Latin America 


VENTS are rapidly moving in 
Ek various quarters of the world. The 

situation in Manchuria has taken 
on a new phase, possibly indicating the 
settlement of the difficulties between 
Japan and China. There has been a 
change in the governments of both 
countries—a new cabinet in Japan and 
a new president in China. Japan, on 
December 13, announced an embargo on 
gold exports, thus adding one more to 
the already large number of countries 
off the gold standard. With substantial 
balances abroad, an early and heavy de- 
preciation of the yen does not seem 
probable. The controversial questions 


between China and Japan have been re- 
ferred to a committee designated by the 


League of Nations, which will make an 
examination and report, if the present 
agreement stands. It has been accepted 
with reservations by both countries. The 
perplexing problem of the German short- 
term credits has been for some time 
under consideration by a committee of 
financial experts in session at Basel. 
Their recommendations are considered as 
representing the minimum concessions 
Germany’s creditors will accept and the 
maximum that country is able to pay in 
the designated time. Following the 
work of this committee the entire debt 
and reparations questions will have to be 
submitted to the authorities for fresh 
consideration. Whether this examina- 
tion shall be made by the respective gov- 
ernments concerned, by a committee of 
experts, or by an international confer- 
ence, is a matter not yet determined. 
The approach to a settlement of these 
complicated and serious problems is ren- 
dered difficult by the position of the 
American Government, which is reluc- 
tant to concede the connection between 
reparations and inter-governmental debts 


on which several of the leading Euro- 
pean nations strongly insist. Further 
concessions on the debts due America 
are hindered by the huge deficits in the 
budget of the United States and the 
necessity for a large increase in taxation 
to meet this deficiency. Statesmen and 
financiers on both sides of the Atlantic 
are grappling with these problems, and 
there seems warrant for the belief that 
if they cannot be settled in strict accord 
with the requirements of justice, an ad- 
justment of them must take place con- 
sistent with the demands of necessity. 
Germany’s economic situation has of late 
shown some improvement, due in part 
to the reparations moratorium and the 
extraordinary export record made in re- 
cent months. That it will be possible in 
the future to export on such a scale 
hardly seems possible, the advantage 
given to England by the depreciation of 
the pound and the high British tariff on 
imports being factors that will narrow 
the market for German goods. Of late 
the German government has issued a 
number of regulations which put a large 
part of the country’s industrial, financial 
and commercial activities under strict 
public control. Thus far, while so many 
of the countries of the world whose eco- 
nomic situation is far less deranged than 
is that of Germany have abandoned the 
gold standard, Germany has avoided 
taking that step. While, as stated, the 
German economic situation has some- 
what improved, there has been recently 
a renewal of apprehension regarding 
possible political developments. The 
Hitler party has shown surprising gains 
in local elections, foreshadowing, as some 
think, an early triumph throughout the 
country. Should this party be victorious 
it would mean, according to its leader, 
an immediate end of reparations pay- 
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ments, but respect for private credits. 
An overthrow of the existing govern- 
ment by force, which some have feared, 
now seems improbable. Chancellor 
Bruening has announced that such an at- 
tempt would be met with forcible re- 
sistance. Herr Hitler, confident of the 
victory of his party at the polls, declares 
that a march on Berlin is not a part of 
his program. Austria, Hungary and 
Yugoslavia are still experiencing eco- 
nomic difficulties of a serious character. 
The Scandinavian countries, though off 
the gold standard, have suffered less so 
far than some other lands. France, Hol- 
land and Switzerland, for some time ex- 
empt from the severities of the depres- 
sion, are now feeling its effects to a con- 
siderable extent. But the strong position 
of these countries affords greater resist- 
ing powers than those possessed by sev- 
eral of their neighbors. England has im- 
posed a tariff of 50 per cent. on several 
classes of imports, which is regarded as 


the forerunner of a general protective 
tariff. Some stimulus to exports has been 
given by the depreciation of the pound, 
though the ultimate benefits of the de- 
parture from the gold standard are re- 
garded with some skepticism. Certain 
lines of industry are reviving, and un- 
employment decreasing. In the Latin- 
American countries the return to pros- 
perity awaits better prices for raw com- 
modities, which constitute almost the sole 
exports of those countries. 


GREAT BRITAIN 


After having shown rather sharp de- 
clines following the suspension of the 
gold standard in September, the pound 
sterling has recently shown some signs 
of recovery. This improvement has been 
due to a slightly better trade situation, 
to a moderate reduction of unemploy- 
ment, and to a confidence in the bal- 
ancing of the budget as a result of higher 
taxation recently imposed. It cannot be 
said as yet that the pound has reached 
a position indicating stabilization, should 
it be decided ultimately to fix the value 
permanently below the former gold par- 
ity. While statesmen and bankers are 
in agreement as to the desirability of 
bringing about stabilization as early as 
may be practicable, the present is not re- 
garded as an opportune time to take the 
step, nor is there any concurrence of 
opinion as to the rate at which the value 
is to be fixed. There is a definite ten- 
dency, however, to recognize that the 
benefits of a fluctuating currency are of 
a fleeting character, and that ultimately 
the country will gain by once more an- 
choring its currency to gold whenever 
circumstances are favorable. These favor- 
ing circumstances, it is held, cannot be 
looked for until some of the troublesome 
political and economic entanglements in 
several Continental countries are at least 
partially straightened out. Meanwhile, 
England has made drastic reduction in 
public expenditures, laid on heavier 
taxes, and imposed protective duties with 
the aim of improving the internal situa- 
tion. Indications point to the effective 
ness of these measures, and it may be 
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said with a considerable degree of con- 
fidence, that when other countries 
measurably compose their troubles, Eng- 
land will be in a fair position gradually 
to resume her former strong financial and 
commercial relations with the rest of the 
world. 


Effect of New Duties on the Revenues 


While the tariff duties now in effect 
will undoubtedly act as a check on im- 
ports, and perhaps in some cases almost 
or quite to the extent of being pro- 
hibitory, their helpfulness in enlarging 
the public revenues is believed not likely 
to be great. On this point The Statist 
observes: “It is more than likely that 
there will be practically no addition to 
the revenue at all, since if a 50 per cent. 
tariff is insufficient in itself to prohibit 
the entry of foreign goods, the addi- 
tional factor that a large part of these 
imports derive from countries on the gold 
standard in itself imposes a duty of about 
25 per cent. and should finally make it 
impossible for these commodities to be 
sold in this country.” But to the extent 
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that the tariff duties will exclude im- 
ports they will at least be effective in 
helping to redress the so-called adverse 
balance of trade, provided that (as is 
often the case) the decline of imports is 
not followed by a corresponding reduc- 
tion of exports. On the basis of figures 
for the first ten months of 1931 it was 
expected that the adverse balance of 
visible exports for the complete twelve 
months would be about £400,000,000. 


Slight Decline in Production 


With the stagnation in industry and 
the decline in prices, it is remarkable 
that the physical production has shown 
only a moderate decline. According to 
the Board of Trade estimate the volume 
of physical production for the third 
quarter of 1931 was only 2.5 per cent. 
below that of the second quarter, and 
only 9.9 per cent. below the figures for 
the corresponding quarter of 1930. En- 
gineering, shipbuilding, the tinplate and 
non-ferrous metals were groups of in- 
dustries registering marked declines. 
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GERMANY 


Outside demands that Germany should 
“put her house in order” are either hav- 
ing their effect, or such a course is being 
taken as a matter of domestic necessity. 
Recent decrees put into effect are drastic 
in character, affecting such matters as 
prices of commodities, rents, transporta- 
tion fares, fees for professional services, 
wages and taxes. In the face of a most 
serious economic situation Germany re- 
mains on the gold standard, and seems 
determined not to make any change 
either in the standard or in the gold 
value of the currency. Much is expected, 
of course, from the report of the Basel 
committee of experts. It may come as a 
surprise to learn that Germany has in 
recent months been liquidating debt at 
a rather rapid rate in view of the con- 
dition of the country. For the first six 
months of 1931 payments were at the 
rate of about a billion dollars a month. 
For the month of November alone the 
short-term credits were reduced to the 
extent of some $75,000,000. Huge ex- 
ports, control of exchange and various 
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measures put in force—not forgetting 
the reparations moratorium—have con- 
tributed to the result mentioned. Prob- 
ably this showing proves that Germany's 
situation is by no means hopeless could 
reparations payments finally to be made 
be reduced to manageable proportions, 
and all payments on this account be held 
over until further recovery has taken 
place. At any rate, Germany has shown 
both the willingness and ability to make 
heavy payments whether foreign loans 
were forthcoming or not. German ex- 
ports fell off by some 15 per cent. in No- 
vemher, compared with October. 


FRANCE 


France has been frequently cited as 
almost the one country in the world 
where unemployment was comparatively 
negligible. This is still true so far as 
mere numbers are concerned, for the 
figures are very low relative to those of 
England. Germany and the United 
States. But the number of those out of 
work in France is growing, and to such 
an extent that the government has ap’ 
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propriated some $140,000,000 to be used 
in public works, which it is estimated 
will afford employment to 100,000 per- 
sons for a year or more. 


Exchange Losses of the Bank of France 


Reports are to the effect that the Bank 
of France suffered losses to the extent of 
$100,000,000 on account of depreciation 
in the value of sterling, which losses the 
French government proposed to assume, 
the reimbursement being made by a loan 
repayable in instalments. At the time 
of the suspension of the gold standard by 
Great Britain the Bank of France still 
held about $300,000,000 exchange on 
London, the loss on which was approxi- 
mately one-third. Whether the criticisms 
of the Bank of France for withdrawing 
gold in such large amounts are valid or 
not, it is apparent that the bank did not 
act promptly enough to avoid a very 
substantial loss. Possibly, had the earlier 
withdrawals been more moderate, the 

ubsequent loss might not have been in- 
curred. 
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HOLLAND 


{From an Amsterdam Correspondent} 


Serious attempts have been made in 


the last few years by the “Centraal 
Bureau voor de Statistiek” in The Hague 
to reconstruct the balance of payments 
of Holland. Though these attempts 
have been only partly successful, an esti- 
mate has been made of the main items, 
which give a rough idea of the factors 
entering into our foreign position. The 
following is a compilation of these main 
items: 


CREDIT 


1928 1929 

(in millions of guilders) 

Interest and dividend 
on foreign holdings 
Services (shipping, har- 
bor charges,  tele- 
graph) 208 
Gold export more 26 


370 361 


Import balance 
Gold import 
Foreign emissions .... 
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The picture offered is not complete.! 
Moreover, it relates to 1928 and 1929 
only.2 As an indication it is, however, 
highly useful: several of the factors of 
which it is made up may be traced up to 
the present time. 


Trade Balance 


The main factor entering into our 
foreign position is the balance of trade. 
The following figures give an indication 
of the extent to which the deficit of the 
trade balance has changed of late: 


JANUARY-OCTOBER 


1929 1930 1931 


(in millions of guilders) - 


Imports 
Exports 


Deficit 


2,300 
1,680 


620 


2,072 
1,475 


597 


1,613 
1,130 


483 


As will be seen from these figures, the 
deficit has declined considerably and if 
this development would continue during 
the remaining months of the year 
{1931}, the total gain on this account 


*To avoid inaccurate interpretation it may 
be pointed out that the “Bureau” has pur: 
posely avoided making the figures (debit and 
credit) balance. 


* Later figures have not been published. 


would amount to about 150 million 
florins as compared to 1930. 


Foreign emissions 


Foreign emissions have comparatively 
declined even more. The figures follow: 


1929 1930 1931 
(in millions of guilders) 


First nine months .. 124.8 133 33.6 


The gain in comparison to 1930 is 
100 million florins in nine months, which 
would, if this figure is considered typical 
for the entire year, mean near to 135 
million florins in twelve months. 


Loans and credits 


For several reasons the total of loans 
and credits granted by Holland may be 
considered tu have declined rather than 
the contrary. They may be supposed to 
have declined on account of: 


(a) Withdrawal of mark balances 
from Germany in accordance with the 
stipulations of the “Stillhalte” agree- 
ment. 

(b) Reduction of balances in Eng- 
land and elsewhere as a result of the 
depreciation of currencies. 

(c) Conversion of foreign balances 
into gold in order to prevent further 
losses on gold exchange. 


It is generally assumed that this re- 
duction has more than outweighed the 
reduction of balances of foreign banks 
with Dutch bankers and that on this ac- 
count a net gain has been registered 
which has further supported our balance 
of payments. The same may be said of 
the substantial resales to Germany of 
German bonds held by Holland before 
the moratorium regulations made such 
resales entirely impossible. They like- 
wise contributed to considerably improve 
the Dutch foreign position. 


Interest, dividend, services 


On the other hand both the income 
from services (shipping, etc.) and from 
foreign holdings may be considered to be 
considerably lower, particularly on ac’ 
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count of the very bad results of the 
Dutch East Indian Companies and the 
consequent decline or stopping of divi- 
dends. It would seem entirely unlikely, 
however, that income from foreign hold- 
ers and shipping would have declined by 
over one-half, that is to say, by over 
280 million florins, the amount about 
covered by the reduction of the trade 
balance deficit and of foreign emissions. 
In this connection it is worth realizing 
that by far the larger part of the foreign 
debtors of Holland have so far fulfilled 
their obligations, so that the income from 
bond-holdings and short-term credits 
(also the ‘“Stillhalte” credits) has not 
greatly declined. 

Under these circumstances one is not 
surprised to see that the gold position of 
the Netherlands Bank could materially 
improve during the year (in fact by over 
300 million florins). The figures follow: 


GOLD POSITION OF THE 


Foreign bills 
Foreign balances 


Circulation 


COUERCRE BOGGS. os ais. s-5.srescowignae maniacs 


<<) co 


crease, the total in the month of Novem- 
ber reaching as high as 878,000, of whom 
only 240,000 were receiving benefits 
from the national unemployment funds. 
In explaining the relatively small num- 
ber receiving unemployment benefits, the 
report issued by the Association of 
Italian Corporations and the. General 
Fascist Confederation of Italian Indus- 
tries states: “Unemployment benefits are 
enjoyed by the relatively small number 
of 234,000, for in Italy they are on a 
strictly insurance basis and are not yet 
extended to agricultural workers who 
account for a large percentage (22 per 
cent. in September) of the total. A 
great voluntary effort is therefore being 
made by the vocational syndicates of em- 
ployers and workers to alleviate the suf- 
fering caused by the economic crisis dur- 
ing the coming winter, thus giving effect 
to the principle laid down in the law of 


NETHERLANDS BANK 
May 1, June 29, Aug. 24, 
1931 1931 1931 

(in millions of guilders) 
426 497 648 901 
247 228 230 66 
dt 53 65 TE 
717 
861 


Nov. 30, 
1931 


943 
934 
184 


1118 


1019 
1051 
187 


1238 


778 
879 
69 


948 


887 


Percentage by which circulation and current ac- 


counts are covered by gold and gold values’ 81 


82 84 83 


Percentage by which they are covered by gold 48 52 58 73 


ITALY 


Toward the end of last year the num- 
ber of unemployed showed a large in- 


April, 1926, which requires the syndical 
organizations not to limit their activities 
to questions of wages and conditions of 
labor, but to act also as provident and 
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educational organizations. In the indus- 
trial centers the workers are contributing 
generously to the relief funds, generally 
to the extent of one hour’s work a 
month, while the employers are setting 
aside for this purpose a certain percen- 
tage on wages paid or receipts cashed. 
Measures are also being taken to curtail 
overtime and introduce turns of work so 
as to increase the number of the em- 
ployed. 


“The anniversary of the March on 
Rome of October 28, 1922, has been 
celebrated by inaugurating in all parts of 
Italy important public works completed 
during the year. The list is a truly im- 
pressive one, 2038 works costing over 
2000 million lire, distributed as follows: 
629 in North Italy for 667 thousand 
lire; 565 in Central Italy for 550 thou- 
sand; and 844 in the South and the 
Islands for 843 thousand lire.” 


The favorable reversal in the foreign 
trade balance, which was first indicated 
in the September figures, has been sus- 
tained in later months, exports exceed- 
ing imports in November, though only 


by a small margin. But the excess of 
imports has been for some time declin- 
ing, and for the eleven months of 1931 
was only 1,615,000,000 lire, compared 
with 4,645,000,000 lire for the like 
period of 1930. 

This turn in the trade balance has 
strengthened the value of the lire and 
made it easier for the country to keep 
on the gold standard. Recent imports of 
gold have given to the Bank of Italy a 
larger actual gold cover for its circula- 
tion, the imported gold taking the place 

90 


of foreign exchange against gold de- 
posited abroad. 


POLAND 


Although Poland has not suffered 
from the effects of the depression so 
severely as have some of the neighbor- 
ing countries, difficulties have been ex- 
perienced in keeping a budgetary equi- 
librium. In spite of a considerable de- 
crease in expenditure, a deficit of 124,- 
000,000 zlotys arose during the first half 
of the fiscal year 1931-32, receipts hav- 
ing fallen to 1,140,000,000  zlotys. 
Monthly deficits were observed but since 
June they have been shrinking every 
month. Disbursements in the second 
half-year (October 1 to March 31, 1932) 
will probably be smaller than in the first 
six months of the present fiscal year. 
Reductions in pay and dismissals began 
to make themselves felt as late as in May 
and partly in July, and the service of the 
national debt calls for less money in the 
second half-year than in the first. If 
expenses in the second half-year are esti- 
mated at 1,200,000,000 zlotys, the total 
expenditures in 1931-32 should not ex- 
ceed 2,400,000,000 zlotys to 2,470,000,- 
000. Compared with the actual dis 
bursements in 1930-31, those in 1931-32 
should be 340,000,000 to 360,000,000 
lower; that is, actual expenditures should 
be smaller bv about 400,000.000 or 14 
per cent. The treasury bill and the 
budget estimates for the coming fiscal 
year (April 1, 1932, to March 31, 
1933), estimate income at 2,375,000,000 
and expenditures at 2,452,000,000; there 
will thus be a planned deficit of '77,000,- 





BANCO DE PONCE 


PONCE, PORTO RICO 


CAPITAL and SURPLUS, over . . . 


$1,400,000.00 


Porto Rico's average yearly business 
with the continental United States 
aggregates over $150,000,000.00. 
This total represents more than 90% 
of all the Island's foreign business. 


We invite the correspondence of 
Banks, Bankers and Exporters to 
place our facilities at their disposal 
for the efficient handling of their 


transactions with this Island. 


000, which is to be covered from the 
surpluses of previous years. 


Commercial Banks in Poland 


In a bulletin issued by the economic 
research department of the Bank of Po- 
land there appears a concise history of 
the commercial banks of the country. 
These reasons are given for the con- 
fidence shown in these institutions at 
home and abroad: 

“Tt is interesting to note that while in 
a number of European countries the gov- 
ernments, in connection with the recent 
bank failures, intend to exercise a greater 
control over the operations of banks, 
with a view to avoiding such occur- 
rences in the future, in Poland these 
measures were taken a few years ago 
and proved effective, particularly as far 
as the requirements of the law relating 
to the amount of capital, the creation of 
reserves, credit and debt operations, 
liquidity, and the publicity of opera- 
tions are concerned. The banking law 
of 1928 established conditions under 
which the concession for carrying on 


banking operations may be obtained, and 
fixed a minimum sum required as au- 
thorized capital, which however varies, 
depending on the locality. In Warsaw 
a joint stock bank must possess a cap- 
ital of at least 212 million zlotys. In 
reality, the capital of many banks is 
much greater and the progress made in 
this respect is considerable. Banks are 
legally bound to put aside at least 10 per 
cent. of the net profit for the reserve 
capital, and in case of a profit exceeding 
8 per cent. of the authorized capital—at 
least 15 per cent. The existence of a 
minimum sum .-of capital and a constant 
growth of reserves, increases the ratio of 
banks’ own funds to funds entrusted to 
them, which at present is approximately 
one to six. Judging by experience, all 
these banks which maintain an adequate 
ratio of own funds to funds entrusted 
to them show a considerable resistance 
and endurance at periods of depression, 
of course provided that they maintain 
their own funds in a sufficiently liquid 
condition. In this respect Polish banks 
made considerable progress. While in 
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THE MERCANTILE BANK OF INDIA LIMITED 


Head Office: 15 GRACECHURCH STREET, LONDON, E.C.3. 


New York Correspondent: BANK OF -.MONTREAL 


Capital Authorized . 
Capital Paid-up 
Reserve Fund and Undivided Profits 


BANKERS :—Bank of England; Midland Bank Limited 
Branches and Agencies in India, Ceylon, Burma, Siam, Straits Settlements, 
China, Port Louis, Mauritius and Dutch East Indies 
The Bank buys and sells Bills of Rastene. issues Letters of Credit and conducts every description 


of Banking Business in connection with the East. 
Fixed Deposit rates will be quoted upon a 
On current accounts interest is allowed at 
terest for the half year amounts to £1 


1925 the percentage of immobilized own 
funds was 90 per cent., in 1927 it fell to 
70 per cent., and at present it is only 
about 50 per cent. As regards credit 
operations there is a maximum limit of 
credits which may be granted to one 
client; it amounts to 10 per cent. of the 
authorized capital. This limit may be 
exceeded only by special permission of 
the bank’s council. The purchase of 


securities for bank’s own account is per- 
mitted only to half the amount of the 
authorized capital. 


Furthermore, banks 
are not permitted to buy their shares for 
their own account, nor can they accept 
their own shares as securities for loans. 
In order to protect the liquidity of banks’ 
funds, a stipulation is contained in the 
banking law to the effect that real estate 
may be purchased by banks only when 
it is necessary to avoid losses, and in 
such case it ought to be disposed of as 
soon as possible. In order to enable 
banks to collect sums due to them with- 
out a long delay, they have a right to 
sell objects pledged as security to loans 
without having recourse to the normal 
legal procedure, provided the debtor 
failed to liquidate his debt. The prin- 
ciple of the publicity of banking opera- 
tions is strictly adhered to in Poland. 
Owing to the fact that banks are obliged 
to prepare monthly balance-sheets (in 
gross figures) and annual balance-sheets 
(in net figures), in a uniform and lucid 
manner, Poland is one of the few coun- 
tries where balance-sheets of banks are 
periodically published and the obtaining 
of information with regard to banking 
situation is thus facilitated.” 
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per cent. per annum on daily balances, provided accrued in- 
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AUSTRIA 


From a Vienna correspondent of the 
London Times, the following informa- 
tion is obtained, under date of Novem: 
ber 29, regarding the Credit-Anstalt, 
whose difficulties a few months ago as- 
sumed such large importance: 

“After many conferences an agree- 
ment was reached between the Austrian 
government and Sir Robert Kindersley, 
Sir Otto Niemeyer and S. L. Chandler, 
representing the international committee 
of foreign creditors of the Vienna 
Credit-Anstalt, as to the constitution of 
the new executive committee of the bank 
and its duties. The chancellor, Dr. 
Buresch, realizing the importance of the 
Credit-Anstalt as an economic, financial 
and credit asset for Austria, said that the 
purpose of the agreement was to place 
the bank on a sound business basis. 
Moreover, the present agreement was 
only the first stage in the negotiations 
with the creditors. By the agreement 
the executive or managing committee of 
the Credit-Anstalt will consist of a di- 
rector-general and four members, one of 
whom will be a foreigner, while the 
director-general himself may be either 
an Austrian or a foreigner. He will be 
chosen by the executive committee in 
agreement with the; international com- 
mittee and his appointment will need 
the approval of the government, which 
promises to obtain the necessary legisla’ 
tion to enable the management to reduce 
expenditure of every nature, both that 
of the bank and of its industrial con- 
cerns. This legislation will also provide 
that the Credit-Anstalt shall not be com- 
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pelled, on the strength of its existing 
legal statutes, to go into liquidation 
next year, except if this be the desire of 
the executive committee. The Austrian 
government considers itself bound by 
the present agreement only for so long 
as the signatories of the agreement of 
June 16 do not enforce their rights to 
repayment of their loans to the bank. 
The new director-general has not been 
named, but it is regarded as a foregone 
conclusion that Dr. Spitzmueller will not 
retain the post. The principles on which 
the business of the bank will be carried 
on will be drafted by the executive com- 
mittee, which committee will be the con- 
necting link between the Austrian gov- 
ernment and the bank. The director- 
general will manage the business of the 
bank, but his actions will need the ap- 
proval of the executive committee in the 
following cases: 

(1) In the disposal of assets of the 
bank if they exceed the value of 1,000,- 
000 schillings. 

“(2) In the granting of credits to a 
debtor client who has already borrowed 
to the extent of 500,000 schillings. 

“(3) In the participation in syndi- 
cates or the purchase of securities valued 
at more than 500,000 schillings. 

“(4) In the case of a proposed 
fusion of the Credit-Anstalt with any 
other concern. 

“(5) In proceeding to close down 
any industrial concern of the bank which 
would not be a further burden to the 
bank.” 


DENMARK 


In its November 15 review of the 
economic situation in Denmark Den 
Danske Landmansbank says: 


“During a crisis as serious as the one 
now experienced by Danish agriculture 
it is unavoidable that difficulties must 
arise also for other trades, including in- 
dustry, the selling chances being reduced 
either for the reason that only a re- 
duced quantity of goods can find a mar- 
ket, or because only a reduced price is 


obtainable for the goods produced. Ac- 


Crauelers Bank 
of 


Paris 


18 RUE DELA PAIX 
PARIS, FRANCE 


NEW YORK AGENCY 
40 WALL STREET 


cordingly recent unemployment statistics 
would indicate a somewhat reduced in- 
dustrial employment as compared with 
last year. But even though the num- 
ber of unemployed has been rising it is 
far from giving cause for serious anxiety. 
Generally speaking, it must be said that 
the difficulties experienced by industry 
are due to outside influences, while the 
internal affairs of industry on the whole 
are in good order after the financial and 
technical sanation which has taken place 
in the course of the last few years. In 
this connection there might be some oc- 
casion to call attention to the favorable 
state accounts, the last financial year 
(1930-31) showing a surplus consider- 
ably in excess of what was expected, 
while the first six months of the present 
year [1931]} have passed in such a man- 
ner that a corresponding result may be 
hoped for. When further it is taken into 
consideration that the balance of trade is 
in good order, and that the agricultural 
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STATEMENT of Condition on November 30, 1931 


« - 


TO THE PUBLIC: 


Notes of the Bank in circulation 
Deposits not bearing interest 


Deposits bearing interest, including interest accrued to date 


Balances due to other Banks in Canada 


LIABILITIES 


$122,177,657.76 


Balances due to Banks and Banking Correspondents in the United States, the 


United Kingdom and Foreign Countries 


Advances under the Finance Act 
Bills Payable 


TO THE SHAREHOLDERS: 

Dividends Unpaid 

Dividend No. 179, payable Ist December 
Capital Paid up 

Reserve Fund 


$26,352,721.08 
376,910,287.48 499,087,945.24 


1,188,766.65 


25,273,935.02 
15,000,000.00 
64,618.31 
12,374,264.50 


$579,342,250.80 


$ 900,000.00 
30,000,000.00 
30,000,000.00 


Balance of Profits as per Profit and Loss Account 535,683.12 


7,486.36 


61,435,683.12 


$640,785,420.28 


Gold and Silver Coin Current on hand 
Gold deposited in Central Gold Reserves 


Dominion Notes on Hand 
Notes of other Banks 


United States and other Foreign Currencies 


Cheques on other Banks 
Balances due by other Banks in Canada 


$19,835,044.36 


8,000,000.00 $27,835,044.36 


39,470,288.50 


~ $ 1,991,150.00 
1,111,990.67 
19,723,937.01 
39,121.33 


Balances due by Banks and Banking Correspondents elsewhere 


than in Canada 


22,274,896.52 


Dominion and Provincial Government Securities, not exceeding market value 


$67 ,305,332.86 


45,141,095.53 
99,031,313.85 


Canadian Municipal Securities and British, Foreign and Colonial Public Securities, 
not exceeding market value 20,008,153.18 
Railway and other Bonds, Debentures and Stocks, not exceeding market value’ 11,348,699.85 
Call and Short Loans (not exceeding 30 days) in Canada on Stocks, Debentures 
and Bonds and other Securities of a sufficient marketable value to cover 
Call and Short Loans (not exceeding 30 days) elsewhere than in Canada on Stocks, 
Debentures and Bonds and other Securities of a sufficient marketable value 
to cover 44,385,183.93 
Deposit with the Minister of Finance for the purposes of the Circulation Fund... . 1,250,000.00 


40,682,167.91 


~ $329,151,947.11 


Other Current Loans and Discounts in Canada (less rebate of interest) after 

making full provision for all bad and doubtful debts 252,720,150.55 
Other Current Loans and Discounts elsewhere than in Canada (less rebate of 

interest) after making full provision for all bad and doubtful debts 20,244,792.89 
Liabilities of Customers under Letters of Credit, as per contra 12,374,264.50 
Non-current Loans (estimated loss provided for) 2,337,675.83 
Real Estate other than Bank Premises 2,263,698.82 
Mortgages on Real Estate sold by the Bank 2'084,356.84 
Bank Premises at not more than cost, less amounts written off 15,325, 188. 64 
Shares of and loans to controlled companies 
Other Assets not included in the foregoing 


JOHN AIRD, President . S. H. LOGAN, General Manager 


New York Agency: EXCHANGE PLACE & HANOVER ST. 


Agents: C.J. STEPHENSON’ R.B.BUCKERFIELD  N. J. H. HODGSON 
c 


773 Branches throughout Canada and other Countries. 


Branches outside Canada: SEATTLE, PoRTLAND, OreE.; SAN Francisco, Los ANGELES, 
Lonpon, ENc.; Rio DE JANEIRO, HAVANA, KINGSTON, JAMAICA; BRIDGETOWN, BARBADOS; 
Port oF SPAIN, TRINIDAD; Mexico City, NEWFOUNDLAND, AND ST. PIERRE ET MIQUELON. 
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production in 1931 has been of an ex- 
tent without precedence, it would pre- 
sumably not be unjustified to maintain 
that conditions in our economic com- 
munity as a whole are far from unsatis- 
factory, even though a trade of the im- 
portance of agriculture has come into 
a critical situation owing to an unfore- 
seen decline of the prices of nearly all 
its produce.” 


NORWAY 


The suspension of the gold standard 
in different countries (inclusive of Nor- 
way) was followed by erratic move- 
ments on the foreign exchange market. 
The Bank of Norway has tried to 
counteract wide fluctuations by lending 
its support to the market. Contrary to 
the policy adopted in several other coun- 
tries Norway has not by way of legis- 
lative measures imposed any restrictions 
on the foreign exchange business by es- 
tablishing an exchange central or similar 
institution. The holdings of foreign ex- 
change of the Bank of Norway are at 
present satisfactory, but in view of the 
fact that the international situation re- 
mains uncertain, the banks will have to 
carry on their foreign exchange business 
in a way which gives them full survey 
of the position and enables them to pre- 
vent movements in the quotations which 
are an outcome of disturbing influences. 
The banks have therefore established 
voluntary co-operation with the organi- 
zations of the business world with a view 
to finding the best solution by way of 
regulating credits in accordance with the 
situation. The purpose of this co-opera- 
tion is to create an organized foreign ex- 
change market to the benefit of every- 
body. The aim will be to try to safe- 
guard supplies from abroad by adjust- 
ing them to the country’s resources and 
excluding transactions which may affect 
the position of the currency in an ad- 
verse manner. 


CZECHOSLOVAKIA 


The Czechoslovak government budget 
for the fiscal year 1932 (calendar year), 
as submitted to the Chamber of Depu- 
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ties, estimates total receipts at 9,323,- 
376,000 crowns and expenditures at 
9,318,709,000 crowns, as against 1931 
estimates of 9,843,828,000 crowns and 
9,838,525,000 crowns respectively. Rev- 
enue and expenditures for 1932 have 
both been reduced by approximately 
520,000,000 crowns, most of the govern- 
ment departments sharing in the reduc- 
tion, the main exceptions being educa- 
tion and social welfare. 


ARGENTINA 


From a computation made by the Ar- 
gentine National Bank, it appears that 
the price level of the country has 
dropped from 101.5 at the beginning of 
1926 to 86.2 in August of last year, the 
most marked reduction dating from 
March, 1930. 

A cable report to the First National 
Bank of Boston states that there was a 
favorable trade balance for the first ten 
months of 1931 of 174,895,455 pesos, 
against an adverse balance of 230,288,- 
636 pesos for the same period a year 
ago. Purchases for export have been 
somewhat hampered by exchange. The 
October combined bank statement shows 
deposits down 46,793,000, loans up 
50,589,000, cash down 18,292,000, cash 
reserve 17.4 per cent. 

A review of business conditions in 
Argentina, published by Ernesto Torn- 
quist & Co., places the total budget defi- 
cit for 1931 at 98,000,000 paper pesos 
but expresses the belief that in 1932 the 
budgetary deficit can be easily eliminated 
by means of further economies and the 
imposition of additional taxation; it is 
even hoped that a considerable surplus 
will be obtained for the amortization of 
the floating debt. 


CHILE 


Surveying the country in its monthly 
report of business conditions (October, 
1931), the Central Bank of Chile says: 

“The general conditions of our eco 
nomic situation have not varied substan- 
tially from the previous month. The 
equilibrium of the balance of payments 
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is maintained, that is to say, foreign pay- 
ments are effected only in accordance 
with the means at present available for 
this purpose, without having recourse 
to the reserves of the Banco Central. 
We thoroughly appreciate that this is 
only the result of an emergency measure, 
such as that constituted by the control 
of exchange operations. However, if 
this measure had not been adopted the 
country perhaps would have been 
obliged to abandon its gold standard, 
which situation would not favor the in- 
terests of its debtors in Chile nor of its 
creditors abroad. As stated in our 


previous report, there are prospects that, 
as a result of the expected future in- 
crease in our favorable trade balance, 
there may be an excess of foreign bills 


© xevstone view co. 


in the market which might permit the 
granting of greater facilities for effecting 
foreign payments. For the moment, the 
proration of the quotas of payments 
which are allowed to be made, no matter 
how inconvenient this may be to private 
interests, is, from the point of view of 
national economy, an imperative and un- 
avoidable necessity. 

“It is noteworthy that as a result of 
the complete tranquility with which the 
presidential election was carried out 
there is more public confidence, which is 
a factor of much importance. The proof 
of great culture and high democratic 
spirit given in the recent electoral activi- 
ties has justly brought forth a feeling of 
general confidence and stability in the 
country’s basic institutions.” 


Financial experts of many countries are discussing war debts and reparations and 
Germany's financial condition at a conference at Basle. Around the table, from left 
to right, are: Dr. B. R. Bindschedler, of Switzerland; Daisuka Nohara, Japan; 
Dr. Diouritch, Jugoslavia; Dr. Vellemann, interpreter; Dr. Michaelis, interpreter; 
Dr. Oskar Rydbeck, Sweden; Professor Charles Tist, France; R. Coliju, Holland; 
Count Schwerin von Krosigk, Germany; Dr. Earl Melchior, Germany; Dr. Walton W. 
Stewart, the United States; Professor Alberto Beneduce, Italy; Dr. Emil Francque, 
Belgium; and Sir Walter Dayton, England. 
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Over 
600 points of contact with Canadian business 


Acces the Dominion, from coast to 
coast, the Bank of Montreal operates 
through more than 600 branches. These 
branches, in conjunction with the Bank’s 
offices in the United States, afford Ameri- 
can banks and financial houses a source of 
complete information concerning business 
in Canada, as well as unsurpassed facilities 
for the handling of their transactions in 





NEW YORK: 64 Wall St. 


CHICAGO: 27 South La Salle St. 


all parts of the country. 


BANK OF MONTREAL 


Established 1817 


TOTAL ASSETS IN EXCESS OF $750,000,000 


SAN FRANCISCO: 333 California St. 





Current Conditions in Canada 


HE year draws to a close with fi- 
nancial and commercial conditions 
no better than when it began” 
Thus does the Bank of Montreal, in its 
December 23 Business Summary, sum up 
conditions in that country. The Sum- 
mary continues: 

“A few weeks ago the rise in the 
price of wheat gave some hope that an 
upturn had begun, but a drop of 14 
cents a bushel has somewhat revised 
opinion in this respect. The decline of 
the British pound and the Canadian dol- 
lar has not caused a rise in the price of 
domestic commodities, as usually occurs 
in such circumstance, and in several 
ways the dislocation of foreign ex- 
changes has proved advantageous, as, for 
example, in payment of purchases in 
Great Britain and in giving greater pro- 
tection to Canadian manufacturers 
against the competition of United States 
goods. The greatest disadvantage occurs 


in meeting interest payments and the dis- 
charge of matured indebtedness in New 
York. These debts have been incurred 
principally by governments, federal, pro- 
vincial and municipal, and in the ag- 
gregate amount to a large sum. 


PRICES AT BOTTOM? 


“Commodity prices reached a new low 
figure during the year, but more recently 
have given some sign of having touched 
bottom. The wheat market fluctuates 
rather widely, with prices still at sub- 
normal levels. In wholesale trade stock- 
taking has been going on and no con- 
siderable movement is expected until 
after the holidays. Textile mills have 
been working at a satisfactory ratio of 
capacity, and boot and shoe factories 
have been busy. The iron and steel in- 
dustries, however, are slack, while in the 
automobile industry more activity is ap- 
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parent through introduction of new 
models for the coming season. Railway 
traffic still makes unfavorable comparison 
with the figures of a year ago; there has 
been a slowing down of building and 
engineering construction; and the news- 
print industry has not worked into bet- 
ter condition as to either volume or value 
of production. Retail business has had 
the stimulus of some wintry weather and 
of Christmas trade, the latter being 
brisk in regard to less expensive articles. 


VALUE OF CROPS 


“According to the estimate of the 
Dominion Bureau of Statistics, the value 
of Canada’s field crops in 1931 was 
$431,251,000, compared with $631,593,- 
000 in 1930, and $948,981,000 in 1929. 
To this shrinkage in farmers’ income, 
amounting to $200,000,000 from last 
year, and $517,000,000 from the year 
before, must be added smaller revenues 
from dairy products, live stock and 
fruits. 


“Another sharp shrinkage in Canada’s 
external trade occurred in November, 
imports declining to $46,911,000 from 
$76,325,000 in the corresponding month 
last year, while domestic exports fell to 


$57,487,000 from $73,061,000. Total 
trade of the month had a value of $104,- 
398,000, about $3,000,000 more than in 
October. On the export side all classes 
except meats show a decrease, prin- 
cipally wheat, but considerable decline 
also occurred in export of iron and 
products, of wood and wood products, 
cheese, copper and nickel, due more to 
lower values than lessened quantities. 
For six consecutive months now, domes- 
tic exports have exceeded imports. 
“The decrease in railway car-loadings 
continues, but the rate of decline is less 
rapid of late. On October 31, for ex- 
ample, loadings had fallen 20 per cent. 
below the corresponding period last year, 
while on December 12 the rate of de- 
crease had fallen to 18Y2 per cent. 
Forest products, measured by car-load- 
ings, have been most heavily affected, 
notably pulpwood, loadings of which to 
December 12 were 54,225 cars, or 43 


per cent. fewer than last year; while, 
including all forest products, loadings 
have decreased 158,945 cars, or 31.7 per 
cent. The decrease to date in loadings 
of merchandise in less than car-load 
lots was relatively small at 14 per cent., 
while that in miscellaneous freight was 
19.5 per cent. 

“Building construction, measured by 
permits issued in sixty-one Canadian 
cities in November, represented an ag- 
gregate value of $7,992,800, a slight de- 
cline from October, but a decrease of 
$3,828,000 from November, 1930.” 


HEARTENING INFLUENCE 


The Canadian Bank of Commerce, 
Toronto, in its December Monthly Com- 
mercial Letter, characterized as “a de- 
cidedly outstanding and heartening in- 
fluence” the response of the public to 
the National Service Loan of the Do- 
minion Government in December. The 
funds subscribed by the public, the 
Letter says, “are sufficient for all im- 
mediate needs, including unemployment 
relief measures which attack the ques- 
tion of unemployment directly and are in 
sharp contrast with the ‘dole,’ as well as 
with the system of out-and-out charity 
through private subscription followed in 
certain countries. The Dominion Gov 
ernment is now in a position to carry 
out, in addition to its usual administra- 
tive duties, its present program of un- 
employment relief, and to give substantial 
aid to the provincial and municipal au- 
thorities. 

“There is, moreover, equal satisfaction 
in the fact that the Canadian public has 
provided the necessary funds at a time 
when the world security markets are in 
a state of suspended animation. It is 
no reflection upon Canada that any new 
loans that she may offer cannot be floated 
in London and New York, except pos- 
sibly at a considerable sacrifice by way 
of high interest rates. These markets, 
both because of world economic and 
their own financial conditions, are now 
very narrow, if not entirely closed to all 
foreign security offerings. Even today, 
however, Canadian securities are in the 
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forefront of quotation lists, and the time 
will come when surplus capital in other 
countries will again search for safe in- 
vestment. If we would keep the chan- 
nels in this country safe, both for foreign 
as well as for domestic capital, we should 
realize that government finance, federal, 
provincial and municipal, is the out- 
standing problem at present, as it is in 
practically every country. Under the 
easy borrowing conditions of former 
years governments were a prey to the 
same enthusiasm as individuals and cor- 
porations, and spent too freely. Now, 
however, governments, like individuals 
and corporations, must balance their ex- 
penditures with their revenues. For a 
time deficits can be met by increased 
taxation or borrowing, but there are 
limitations in both directions. ; 
“We often hear at this moment that 
‘the savings of Canadian people on de- 
posit with our banks are nearly one and 
a half billion dollars.’ It is a mistake, 
however, to regard this fund as an idle 
one, to be tapped freely for spending or 
for government loans. In reality, it is 
part of the working capital of the coun- 
try. Some of it is necessarily held in 
cash by the banks; part is already in- 
vested in high-grade securities, but by 
far the greatest proportion is used for 
the day-to-day requirements of trade 
and commerce. (On October 31 the 
loans made by the banks in Canada were 
about $1,300,000,000.) Accordingly, 
this fund of savings cannot be greatly 
reduced without injury, first to business 
as it is constituted at present, and sec- 
ondly, to its prospects for expansion. 
The primary obligation upon the banks 
is, therefore, to support the daily busi- 
ness of the country and this could not 
be fulfilled if a limit were not placed 
upon the financing of government re- 
quirements from savings bank funds. 
“No reasonably-minded person can 
entertain the slightest doubt as to the 
ultimate prosperity of Canada. On the 
other hand, there is no justifiable ex- 
pectation that we can take a flying leap 


from depression to prosperity, for be- 
tween these two stages there is usually 
one of preparation for an upturn. There- 
fore, the immediate need is for careful 
scrutiny of all expenditures by federal, 
provincial and municipal authorities, for 
reasonable economy and for balanced 
budgets. No other course can be fol- 
lowed if the credit of governments is to 
be maintained. If we deal now in a 


business-like way with government fi- 
nance the problems connected with it 
should work out satisfactorily.” 


WHAT OF THE FUTURE? 


In his address at the annual meeting 
of stockholders of the Bank of Montreal, 
Sir Charles Gordon, G. B. E., president, 
said that he “could quote extracts from 
the addresses of past presidents at the 
annual meetings of the bank which 
would be exactly applicable, word for 
word, to present conditions, and others 
that tell of graver conditions.” Yet, he 
said, “even under greater disadvantages 
than the present, conditions have always 
righted themselves. Looked at in the 
large, the history of our country has 
been one of continued progress and 
advancement, and I have not the slightest 
hesitation in reiterating the views ex- 
pressed at our annual meetings in years 
past that just as the country has 
weathered previous storms, so now there 
1s every reason to look forward with con- 
fidence to emerging stronger and more 
prosperous than ever from the condi- 
tions which now prevail. To this I 
would add that we, as a people, have 
additional reason for confidence in the 
fact that our accumulated resources are 
infinitely greater than at any like period 
in the past, and that our undeveloped 
wealth, which once was so largely a 
matter of speculative interest rather 
than of proven fact, is now known be- 
yond any doubt whatever to exist to an 
extent far surpassing the most extrava- 
gant estimates of those who have gone 
before us.” 





International Banking Notes 


T the annual general court of proprie- 

tors of the Royal Bank of Scotland, 

the report submitted by Sir Alexander 
Wright, cashier and general manager, 
showed net profits of £611,115 18s. 10d. 
After providing for income tax and the pay- 
ment of 17 per cent. dividends in midsummer 
and at Christmas, the following other alloca- 
tions were made: Written off expenditure on 
bank buildings and heritable property, £20,- 
000; carried to pension reserve fund, £30,000; 
to inner reserves £71,108 lls. It was stated 
that all the bank’s investments as shown in 
the balance-sheet were valued at or under the 
value ruling at the time the balance was pre- 
pared. The transactions in connection with 
the acquisition of the shares of Williams 
Deacon's Bank, Limited, and the issue of 
capital stock in exchange therefor, set forth 
in the last report, were duly completed, with 
the result that the capital was increased to 
£3,770,344, and the sum of £200,000, being 
part premium on the new stock, became avail- 
able as an addition to rest account. Subse- 
quent to the issue of that report all the re- 
maining shares of Williams Deacon's Bank, 
Limited, were acquired, the amount of the 
additional capital stock of the Royal Bank of 
Scotland created and issued as previously 
authorized in respect of these shares amount- 
ing to £9848. With this addition the capi- 
tal now amounts to £3,780,192, fully paid. 
The premium on the issue of this additional 
amount of stock, after writing down the value 
of the shares, was added to inner reserves. 


BALANCE sheet of De Twentsche Bank N. V., 
Amsterdam, as of September 30, 1931, 
showed capital of 40,000,000 florins, reserve 
fund of 17,000,000 florins, current accounts 
of 122,644,771 florins and total resources of 
318,528,384 florins. 


Directors of the British Overseas Bank, 
Limited, London, at the annual meeting of 
stockholders reported profit for the year 
ended October 31, 1931, of £166,130, after 
allowance was made for rebate of interest and 
provision made for bad and doubtful debts 
and income tax. To this amount has been 
added £73,576 brought forward from the last 
og account, and the total of £239,707 
as been allocated as follows: 


To dividends of 6 per cent. on the 
“A” ordinary shares 

To dividend of 2 per cent. on the 
“B” ordinary shares 

To contingencies account 

To carry forward to next account 


20,000 
100,000 
59,707 


Balance sheet of the bank as of October 
31 shows paid up capital of £2,000,000 and 
total resources of £9,608,977. 


In their sixty-ninth annual report to stock- 
holders, directors of the Bank of London & 
South America, Limited, an affiliate of Lloyd’s 
Bank, Limited, London, reported that “in 
view of the prevailing situation the directors 
have augmented the contingency reserve by a 
transfer from published reserve of £1,500,000 
to provide for depreciation in capital em- 
ployed abroad, all bad and doubtful debts and 
possible future contingencies.” 

Profit for the year, ended September 30, 
1931, after deducting all expenses and charges 
other than bad and doubtful debts, which 
were provided for out of contingency reserve, 
amounts to £331,897. To this has been added 
£181,444 brought forward from the previous 
year, making a total available for distribution 
of £513,342. This has been distributed as 
follows: 


To interim dividend of 3 per cent. £106,200 
To final dividend of 2 per cent... 70,800 
To contingency reserve 150,000 
To profit and loss carried forward 186,342 


The bank has paid in capital of £3,540,000 
and reserve of £1,500,000, after the transfer 
of a like amount to the contingency reserve. 
Current accounts as of September 30 were 
£34,311.625 and resources as of the same date 
were £52,252,731. 


THe Commercial Bank of Scotland held the 
general annual meeting of shareholders at the 
head office, 14 George Street, Edinburgh, De- 
cember 17. Profit and loss account, as at 
October 31, showed net, after providing for 
rebate of discount and interest and for all 
bad and doubtful debts, £385,736 10s. 2d., 
to which there was to be added £71,658 12s. 
7d. brought forward from last year, making 
the total £457,395 2s. 9d. After providing 
for two semi-annual dividends—16 per cent. 
on Class A shares and 10 per cent. on Class 
B—and making deductions for income tax, 
£50,000 was allocated to the contingency 
fund, £50,000 to trustees for officers’ pension 
scheme, and £50,000 to reduction of the cost 
of the bank's properties, leaving £75,770 2s. 
9d. to be carried forward to next year's 
account. 


AN interim dividend for the half-year ended 
September 20, 1931, at four shillings a share, 
free of income tax, was payable by the Im- 
perial Bank of Persia on December 21, 1931 





How Banks Are Advertising 


A Monthly Review of Current Financial Publicity 


JANUARY, 1932 


FIRST NATIONAL OF PORTLAND, ORE.., 
RUNS BUSINESS-PROMOTION 
CAMPAIGN 


URING the last month 
D the First National 

Bank of Portland, 
Ore. has inaugurated a 
business-promotion advertis- 
ing campaign which is an in- 
teresting departure from the 
usual financial advertising. 
It has met with such success 
that the bank is convinced 
that “unselfish promotion of 
community interests is the 
best institutional advertising 
that a bank can do.” 

A newspaper story really 
occasioned the series of ad- 
vertisements, three of which 
have thus far been pub- 
ished. ‘$15,000,000 bushels 
of wheat sold to China,” 
read the newspaper head- 
line. To the bank’s foreign 
trade department this ship- 
ment of wheat meant busi- 
ness. It meant that ships’ 
supplies would be purchased, 
milling and sack-making in- 
dustries would get business, 
men would be employed. 
This seemed a cheerful story 
to tell during the present 
business situation, and firmly 
believing that there had been 
entirely too much talk about 
“the depression” and too 
little appreciation of the 
business opportunities that 
exist even now, the officers 
of the First National Bank 
approved an _ advertising 
campaign designed to pro- 


mote an optimistic view of 
Portland business conditions. 
From the state and city 
Chambers of Commerce and 
trade associations, it was 
learned that Oregon’s apple 
crop was finding an increas- 
ingly large foreign market, 
that present material prices 
made this a most opportune 
time for building. These 
facts were made the basis of 
the second and third adver- 
tisements in the series. 


THE 
or 


PORTLAND 





As may be seen from the 
advertisements, reproduced 
on this and following pages, 
no attempt was made to 
feature the services of the 
bank. They were designed 
expressly to inject a note of 
optimism into the general 
talk about “bad business” 
and to promote the friendly 
interest of Portland business 
men. 

The bank was not content 
with the publication of these 
advertisements in the local 
newspapers. It sent ad- 
vance proofs, with accom- 


Opening an Important Market 
for Oregon Wheat . Providing 
Work for Hundreds of Men! 


@ More than hall of these 15 millon bushels will be 
shipped trom the Port of Portland — men ore now busy mil- 
lang the gram, monutoctunng socks and handling the wheat 
shipments probably © hundred thousand doliers worth of 
ship supphes will be purchased dunng the nest few months 
for steamships thot dock here to lood this gram. 


to 1868 = — only three yeors after the opening of the First 
Notional Bonk in Portiond the first soiling vessels docked 
here 10 pick up smell shipment: of wheot for foreign ports. 
Since then Poriiond hes become one of the leading wheat 
exporting ports in the United Stotes . more then o million 
ecres of Oregon land ore planted with wheat .. fully two 
thirds of thus crop is shipped obrood. 


‘Since 1868 the First Nationa! Bonk hos cided in handling 
these steadily increasing foreign shipments. Wheet crops ore. 


‘thet ore speedily ond economically made through the First 
Nenonel Bonk of Portiand 


FIRST NATIONAL BANK 


The oldest Nationa! Bonk west of the Rockies 


The first of a series of advertisements run by the First 
National Bank of Portland, Ore., to promote business in 


that district. 


Note the interesting layout. 
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You can build a 
$10,000 home 
for$7,300 today 


(Prices compared with buatideng conte 9 1926) 


WHY YOU CAN BUILD 
for LESS TODAY 


@ Material prices have declined... building ee 
costs are less than they have been in five years! This is an opportune 
time for shrewd Portlanders to build. A new home, office building or 
apartment house will cost considerably less now than in normal times. ° 


During the past half century we have witnessed several slumps in busi- 
ness like the present “depression”. After each, prosperity returned and 
material prices came back to a normal level. Our past experience 
gives ws faith in the development and future prosperity of Portland 
and confidence in a return of better business conditions. Meanwhile 
we believe there are many who could wisely take advantage of 
the present low prices to constryct the buildings they need. 


THE FIRST NATIONAL BANK 


OF 


PORTLAND nT | 
5 nh) The oldest National Bonk west of the Rockies 


In a series of business-promotion advertisements, of which 
this is one, this western bank sought to promote an 


optimistic view of Portland business conditions. 


The 


comparison of prices is particularly noteworthy. 


panying letters, to businesses 
which would benefit from 
the publicity given them 
through this advertising; it 
sent advance proofs of the 
entire series to the bank’s 
stockholders; it sent reprints 
of the building-cost adver- 
tisement to the Associated 
General Contractors of 
Portland for use in their 


own campaign to promote 
building at present prices. 

The campaign is con- 
sidered by the bank as 
“overwhelmingly success’ 
ful.” Letters have been re- 
ceived from dozens of busi- 
ness men and industrial or- 
ganizations complimenting 
the bank or thanking it for 
the advertising. 


HOW BANKS ARE ADVERTISING 


Most booklets and folders 
gotten out by banks, unless 
they are of the simple, an- 


nouncement type, to observe 
an anniversary, or for some 
similar purpose, take up only 
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one service of the bank. 
Bank advertising men seem 
to feel that to try to explain 
or demonstrate the advan: 
tages of more than one de- 
partment in one piece .of 
literature is confusing to the 
reader, or that the same type 
of person is not interested in 
all of the services. In a book- 
let issued by the First Wis- 
consin National Bank and 
the other Milwaukee units 
of the Wisconsin Bankshares 
Corporation, however, this 
idea has been discarded and, 
under the heading “How to 
Use Your Bank to Get 
Ahead” a number of the 
Wisconsin institutions’ serv 
ices to their customers have 
been listed. 

Ten different subjects are 
taken up—not ten services 
of the bank, but ten services 
to the customer—each of 
which is given two pages in 
the booklet. Headings for 
these ten subjects are as 
follows: Are You Getting 
Ahead? How Sensible Sav 
ing Can Help You Get 
Ahead, How Life Insurance 
Helps You Get Ahead, 
Simple Arithmetic for Fi 
ances and Fiancees, Can You 
Afford Your Dream _ of 
Dreams? Priceless—But They 
Must Be Paid For, Give 
Your Boy a Chance, Does 
It Ever Pay to Go into 
Debt? How You Can En- 
joy Dependable Investment 
Income, and No Man Can 
Afford to Take This Chance. 

As the bank advertising 
man or woman will at once 
recognize, these headings de- 
scribe such services as the 
savings department, the mort: 





gage department, personal 
loan department, college sav- 
ings plan, budget books, 
investment department and 
trust department. 
Appendices give (1) a 
number of suggested budgets, 
for various incomes and 
numbers of persons; (2) a 
summary of the financial 
services available through the 
Milwaukee units of Wis- 
consin Bankshares Group; 
and (3) a list of those 
units. 


In order to stimulate interest 
in motor trips through Vir- 
ginia, the State-Planters Bank 
and Trust Company of Rich- 
mond has issued a sixty-page 
booklet, size 81% by 114 
inches, describing the various 
places of interest in that 
state. The brochure is titled 
“Roads of Romance in Vir- 
ginia.”” 

Each county is considered 
separately, and the various 
places of interest in each are 
described and illustrated. A 
brief history of each county 
and city is also a part of 
the text. Accompanying the 
booklet is a road map of the 
state, issued by the Depart- 
ment of Highways, which 
shows how the places of 
interest described in the 
booklet may be reached most 
easily. 

A few pages contain men- 
tion of the bank. The first 
right-hand page, for instance, 
contains a half-tone cut of 
the bank building, with the 
words, “With our good 
wishes, State-Planters Bank 
and Trust Company, Rich- 
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mond, Va.” On the next 
left-hand page are listed the 
bank’s directors; on the third 
page is a message from the 
president of the bank ex- 
plaining the purpose of the 
brochure; and on the fourth 
a statement from the bank 
regarding the booklet. On 
the last page of the book is 
a list of the bank’s officers. 

The booklet is printed in 


We 


fa J 


(idee, 
Nut 


dark green on cream-colored 
stock, and the cover is green. 
On the inside back cover is 
an interesting statement. In 
a small box are the words, 
“A Richmond, Virginia, 
Production,” and then are 
given the names of the 
various firms who had a part 
in the production of the 
booklet with the part which 
each firm took. 


dG 
“J 


TO EUROPE... 


will bring $3,000,000 in new 
wealth to Oregon this year! 


aan (in Liverpool. .Hamburg ..Copenhagen and o dozen other 
foreign ports Oregon opples will be sold this fall. 37,000 
acres of fruit-bearing trees are now being harvested for 
this market. Since early spring thousands have been em- 
bearing trees. Now thousands more are finding work picking, sorting 
and packing the apples for shipment. 
Behind this entire industry, aiding in its growth for the past twenty yeors, 
are Oregon's financial institutions. Shipments of opples this foll will 
necessitate added banking service. . requiring the handling of shipping 
documents representing collections of more than $3,000,000 from 18 
foreign markets. Many of these transactions will be routed through the 
First National Bank of Portland. . which for more than a half century 
hos rendered this service to Oregon growers and shippers. 


THE FIRST NATIONAL 
BANK OF PORTLAND 


The growth of Oregon's 
spiration for this third 
promotion advertisements 


The oldest Nohono! Bonk 
west of the Rockies 


apple industry was the in- 
in the series of business- 
run by a Portland bank. 


Like the others, it is excellent in illustration, heading 


and 


copy. 
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To our knowledge, no bank 
has yet tried advertising its 
safe deposit boxes to its erst- 
while customers as safe places 
in which to keep the currency 
which they have withdrawn 
from their accounts in the 
institution, but in the last 
few months the amount of 
safe deposit advertising re- 
ceived by this department 
has increased substantially. 
The safe deposit department 
seems to be receiving added 
attention in both newspaper 
and direct-mail advertising. 

One excellent piece of 
direct-mail safe deposit ad- 
vertising is a folder which 
the Second National Bank of 
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Houston, Tex., has sent out. 
It is a four page affair, page 
size 8/2 by 11 inches, printed 
in black on white coated 
stock. When mailed it is 
folded twice, letter style, to 
fit into a number 10 envel- 
ope. 

The first page of the folder 
is in letter style, with the 
text in type-writer type 
above a facsimile signature 
of the manager of the safe 
deposit department. At the 
top of the page is a half-tone 
reproduction of the bank 
vault door with the words, 
“Entrance to Safety Deposit 
Department,” and, at the 


right of the illustration, in 


LG. 


large type, the name of the 
bank. The letter reads as 
follows: 


Dear Neighbor: 


Several times every day you 
pass within a few feet of the 
steel door that guards our 
Safety-Deposit Vault . . . where 
your valuable papers . . . insur. 
ance policies, stock certificates, 
bonds, contracts, deeds, leases... 
or your jewelry and silverware 
. .. your heirlooms and pictures 
that cannot be replaced . . . can 
ve given the positive protection 
of a safety deposit box. And 
for your privacy and _ con 
venience we have installed in 
our vault small booths where 
you may examine the contents 
of your box undisturbed. 

Complete protection in our 
modern vault is exceptionally 
low . . . even less than the price 
of your daily paper for some 
boxes . . . yet there is no safer 
stronghold imaginable. Our 
rates range from $3 to $35 a 
year, depending upon the size of 
the box you prefer for your 
needs. I would suggest that you 
rent one today. 


T MELY Banking Service 


for December 


BANK ACCOUNTS AS GIFTS CLEAN, CRISP CURRENCY 
There's no gift more appropriate Even gifts of money are more ap- 
for relatives or employes than a aling if the moncy is fresh and 
Savings Account at this strong Frighe We can supply you with 
bank. Open an account here for new, crinkly currency or shiny 
anyone you wish coins for gift purposes 


The two inside pages, 
treated as a  double-page 
spread, contain six photo 
graphs, each 21% by 3 inches, 
showing various phases of 
safe department service, and 
a list is given of the valu 
ables which may be protected 
in a safe deposit box. Three 
paragraphs of copy picture 
the losses by fire, theft or 
carelessness which may be 
avoided by the use of a safe 
deposit box. 

On the last page is 2 
photograph showing a hand 
unlocking a safe deposit box, 
and a list of the rates for 
boxes of various sizes. 


OUR 1932 CHRISTMAS CLUB IS NOW OPEN 


You and every member of your family and all your 
friends are cordially invited-to join this popular Club 

posit a few cents, a dollar, or several fare a week 
for 50 weeks and receiye a substantial check from us 
in time for next year's Christmas shopping. 


INCOME-PRODUCING GIFTS MAILING AND WIRING MONEY 
Carefully selected interest-bearing If you are sending Christmas money 
investments make splendid gifts. *0 2 distance, be sure that it will go 
Consult our Investment Department safely. Send it by Bank Draft or 
about securities of various kinds. let us forward it by wire. 

The above are just a few examples of the 

timely, helpful services that are available at 

this outstanding bank. Make {ull use of our 

complete modern facilities! 


NATIONAL 
BANK OF 
TOPEKA 


—FOUNDED 1868 


Temporerily Located at SEVENTH AND KANSAS 
until the Completion of Our New Building 


When other businesses were advertising their Christmas 

wares, this Kansas bank was not left behind. It lists 

here a number of its services especially useful at the holiday 
season, arranging them in a pleasing display. 


THE United States National 
Bank of Denver has gotten 
out two small, four-page 
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folders which may be used 
as envelope stuffers, distrib- 
uted from the bank coun- 
ters, or used in connection 
with a letter signed by the 
custodian of the safe deposit 
department. 

One is printed on rose- 
colored paper with an all- 
over design and contains on 
the front page only the 
words, “A Room of Ro 
mance,” printed in gold. 
The two inside pages are 
slid text descriptive of the 
trunk storage vault in the 
bank. The copy is interest- 
ingly written and contains 
concrete examples of uses to 
which the storage vault is 
put by Denver folk. 

The second folder is en- 
tirely different in type. At 
the top of page 1 are repro- 
duced, actual size, two safe 
deposit keys, which are used 
to emphasize the fact that 
two keys are necessary to 
open any safe deposit box 
in this bank. The title of 
the folder is “Keys to 
Safety” and it is appro 
priately printed in black and 
silver on white paper. 

The letter mentioned above 
is written on the bank’s regu- 
lation letter-head but, instead 
of the customary salutation, 
contains the words, ““May we 
suggest that———” 

It continues: 


Tf you want to keep your 
important papers safely — and 
conveniently—and in just the 
place where you can always find 
them— 

If you value being able to 
look over your papers and clip 
your coupons in privacy— 

f you want protection for 
your valuables— 





Tiidisiciaaiitieiies 
1 like to pay cash. My Christmas Club check, 
which arrives on the first of December, enables 
me to do both. 

“Several years ago, before I joined a Christmas 
Club, I never seemed to have money on hand 
to take care of my gift list, and always had store 
dills to worry about during the new year. I was 





How to Open a Christmas Club Account 


The experience of one of the Nation's 
12,000,000 Christmas Club depositor. 


I have 


a 
Christmas 


Club” 


generally one of the ‘last minute’ shoppers. 
“It's different now. 1 open a Christmas Club 
early in December,and pay regularly each week. 
Somehow, I do not miss the money. It mounts 
up rapidly, and when I recewe my check, I 
immediately have the urge to spend it. Perhaps 
that's what malts me do my Christmas shop- 
ping early enough to avoid the holiday rush.” 





FIRST CITIZENS BANK 


&@ TRUST COMPANY 
UTICA, N.Y. 


MEMBER OF FEDERAL RESERVE SYSTEM 


STRENGTH 


SERVICE 


SECURITY 





A testimonial advertisement used by a Utica, N. Y., bank 
in advertising the opening of its Christmas Club for 1932. 


It will pay you to rent a 
Safe Deposit Box. 

Contrary to your expectation 
—the luxury of this adequate 
protection and convenience—is 
not expensive. 

In fact, it costs less than your 
daily paper. 

Come in and let me tell you 
about it. You will find me at 
the Safe Deposit Window— 
ready to answer your every 
question. 


ANOTHER piece of direct- 
mail safe deposit advertising, 
and one which is unusual in 
appeal, is a folder sent out 
by the Security-First Na- 
tional Bank of Los Angeles, 


addressed to business 
The copy reads: 


and 
firms. 


Business firms are finding ex- 
tensive use for large size safe 
deposit boxes, not only for 
permanent safe keeping of valu- 
ables but for the temporary 
storage of important papers in 
current use from day to day. 

Offered on a yearly rental 
basis, at costs varying from $10 
to $400 a year and up, these 
boxes provide the maximum in 
economy, safety, convenience 
and privacy. 

Stocks, bonds, notes, mort- 
gages and similar documents 
are deposited in the safe de- 
posit box for safe keeping each 
evening and are available for 
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Leave them safe in one place! 


grt? iii! 


H 


"WACHOVIA 


COMMERCIAL BANKING 
TRusTs 


SAVINGS 


BANK AND TRUST COMPANY 


An interesting advertisement for the safe deposit depart- 
ment published by a North Carolina bank. 


use at the opening of business 
next day. 

Safe deposit vaults at the 
larger offices are open from 
8:30 a. m. until 5.00 p. m. 
(Saturdays 1:00 p. m.), offering 
convenient entrance at any time 
during regular business hours. 

On the first page of the 
folder, in addition to the 
copy above, is a half-tone 
cut of a corner of the 
bank’s safe deposit depart- 
ment, showing the large-size 
boxes suitable for business 
organizations. 

The two inside pages give 
six additional views of the 
safe deposit department, each 
with an explanatory caption. 
Emphasis is given to the fact 
that many different shapes 
and sizes of boxes are avail- 


able, with either key or com- 
bination locks. “In some, 
stocks, bonds and _ similar 
papers may be placed up- 
right, permitting rapid in- 
spection. In others, the cases 
open at either end, with 
papers placed flat. Some in- 
terior cases may be locked 
and the unit carried con- 
veniently from bank to 
office.” 

A list is given of the 
branch offices at which busi- 
ness safe deposit service is 
available. 

Printing is in red and 
black on white coated paper 
which allows excellent re- 
production of _half-tones. 
Page size is 8'4y by 11 inches. 


THE twenty-fifth anniversary 
of the opening of the Closter 
Nationa! Bank and Trus 
Company, of Closter, N. J, 
occurred in December, so the 
bank marked that occasion 
and Christmas jointly with a 
green card printed in red 
and a darker shade of green, 
On the first page of the 
folder was a Christmas scene 
and the words “Our 25th 
Merry Christmas to our 
Friends and Depositors.” In. 
side was a brief message 
signed by the president of 
the bank. 


THE Granite Trust Com 
pany of Quincy, Mass, 
makes a big event of 
Christmas in its community. 
This year it placed in the 
bank lobby a_ twenty-five 
foot Christmas tree, beneath 
which bell ringing and carol 
singing took place three 
times daily from December 
18 through December 24. 
Some of the programs were 
amplified so that they could 
be heard all over the city. 
For the last four nights be 
fore Christmas, every win 
dow in the bank building 
(165) was lighted with 
candles from 4 o'clock until 
midnight. 

In its January, 1932, house 
organ, out December 15, the 
bank outlined its Christma: 
program and mentioned its 
1932 Christmas Club and 
cable service. 


IN commemorating its thir 
tieth anniversary, the Larch 
mont National Bank and 
Trust Company, Larchmont, 
N. Y., has published a 
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twelve-page booklet contain- 
ing a history of the bank’s 
organization and its steady 
growth. There is a brief 
message from the president, 
also. 

The booklet is attractively 
gotten up. Inside pages are 
of excellent quality coated 
stock in cream color, printed 
in black. A decorative cover 
has a wide border of bright 
blue, upon which is a scroll 
bearing the words, “Com- 
memorating Our Thirtieth 
Anniversary,” and the name 
of the bank. 


BANK advertising men should 
find valuable a new book on 
“Advertising Type Combina- 
tions,” by Arthur C. Arnold 
and Robert H. Powers, which 


is one of the most practical 


type books this department 


has seen. In it are shown 
fifty-seven type faces in- 
cluding both monotype and 
foundry style faces, from 
which a type can be selected 
suitable for almost any kind 
of advertising or printing 
job. 

The characteristics of each 
type face are briefly de- 
scribed in a paragraph of 
three lines set in the type 
described. The last line is 
usually in italic. The three- 
line paragraph is repeated 
five times on the page, each 
time with different type 
heading suitable for use 
with the body type shown. 
This gives the reader an 
opportunity to see how each 
of the five different combina- 
tions looks. 

A cut-out is provided with 
the hook so that all but a 


single paragraph may be 
concealed from view so that 
that paragraph may receive 
close inspection. 

The book also includes 
an analysis of type faces, 
grouping them under five 
classifications and explaining 
the characteristics of each of 
the five. 

“In this book,” say the 
authors, “we offer a visu- 
alization of type combina- 
tions which we believe will 
greatly assist the art director 
and typographer to select, 
quickly and certainly, the 
type face or faces most 
appropriate for each indi- 
vidual problem that con- 
fronts him. It will be 
possible for the person who 
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specifies or orders type actu- 
ally to see the typographic 
result before the proof re- 
turns from the composing 
room. It will eliminate the 
expensive process of setting 
up an advertisement or page 
of copy in three or four dif- 
ferent styles in order to see 
which is most suitable for 
the purpose.” 


AN unusually smart look- 
ing folder was used by the 
Guardian Trust Company 
of Cleveland in inviting 
residents of that neighbor- 
hood to attend the opening 
of its remodeled Vcela office. 

Rough white paper of 
good quality was used, in 
a double-fold style. On the 


It takes two hours to play 12 out of 18 holes. It takes nearly two 
hours to attend a civic club luncheon and return to your office. 
Two hours to see @ whole picture show, two hours to drive over 


to Excelsior Springs and back. 


Two hours is ample time to provide definite income for 
your family; to take care of emergencies that may arise after 
your death; to determine how your entire estate shall be con- 
ducted for many years (if you desire) after your passing: to 
safeguard the work of your whole lifetime. 

Two hours in our trust department will be the most profitable two 
hours of your life. Any day at your convenience. 


Good copy in a trust advertisement run in local news- 
papers by a Kansas City, Mo., bank. 
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first 


page were the words 
“Your Neighbor Celebrates 
Saturday” printed in dark 
blue. In smaller type at the 


bottom of the page, “You 
Are Invited.” Two red 
dots, one large and one 


small, enliven the page. 
The message inside was 

printed the other way on 

the double-page spread, giv- 


ing the effect of a regulation © 


letter. One paragraph of 
text explained the improve- 
ments made in the office and 
invited the reader to attend 
the open house. The name 
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and address of the branch 
and the name of the bank 
were in large type at the 
bottom of the page. 


On December 24 there ap- 
peared in Louisville, Ky., 
newspapers a quarter-page 
advertisement which is re- 
produced on this page, bring- 
ing out the idea that though 
this Christmas might be a 
“hard time” one it could be 
merry. Prior to publication 
in the newspapers, a large 
quantity of miniature re- 
productions of the adver- 





, ‘AHARD TE CHRISTMAS 
.. BU A MERRY ONE-<eeu 


That Was Louisville’s 
First Christmas 
Just 153 Years Ago 


Fifty men, women and children were settled 
by George Rogers Clark in May on little Corn 
Island in the Ohio River—since washed away. 
There they were safe from the Indians. Rich- 
ard Chenoweth finished the log block-house 
in time for the house-warming at Christ- 
mas. What a spread! . . . From 
the foreste—turkey, buffalo steak, venison 
saddles, bear roast and baked ‘possum for 
the center-piece. From their fields and gar- 
dens—hominy, corn bread, “ash” cake and 
pumpkin pies. . When the sun-dial 
pointed to 12, they sat down to their back- 
woods feast. . . . Then they danced while 
black Cato Watts fiddled. How their moc- 
easins tapped to the time of “Virginia Reel” 
on the packed earth floor! « Now we 
come to another Christmas. May we all try 
this Christmas to forget our worries and 
fears- ais oe ce te ee ae Oo 
did back there at Louisville's first one! 


This Christmas advertisement run on December 24 by 
a Louisville bank, was printed in card form, without 


the 


bank's name, 


and was distributed to customers 
who applied for the cards at the Christmas Club window. 











tisement were printed on 
cards, without the bank’ 
name, and were displayed 
on posters bearing the fol- 
lowing text: 

“Yours for the asking! 
Christmas Greeting Cards at 
the Christmas Club Win- 
dow. Miniature of our 
Christmas Advertisement to 
appear in the papers on 
December 24.” 

The miniature advertise- 
ments were attractively 
printed in red on yellow 
cards. In the samples dis 
played on the posters, names 
were written in at the space 
at the bottom (which is oc’ 
cupied by the bank’s name 
in the newspaper advertise- 
ment) to show how the cards 
might be used. 

Althought there was no 
special advertising tie-up, it 
was hoped that the opening 
of Christmas Clubs might be 
encouraged by means of the 
cards. 




















































































































Group Five, Savings Banks 
Association of New York, 
which is composed of sav 
ings banks of Brooklyn, Long 
Island and Staten Island, will 
begin a co-operative adver: 
tising campaign early this 
year. This theme upon 
which the advertising ap 
peal is to be based will 
emphasize the extra margin 
of safety which has been 
built into the savings banks 
and the provisions of the 
law designed to safeguard 
depositors of savings banks. 
Newspapers and_ billboards 
will be used. 



















Established 1837 


ADRIAN H. MULLER & SON 


81 WILLIAM STREET, NEW YORK 


STOCKS AND BONDS AT AUCTION 


Regular Auction Sales of all Classes of Securities Every Wednesday 


The Business of Banks, Bankers, Investors and Dealers in Securities Receives 
Prompt and Careful Attention 


“THRIFT AND MORALS” 
ADDRESS REPRINTED 


AN address on “Thrift and Morals” given 
by A. C. Robinson, president of the Peoples- 
Pittsburgh Trust Company, of Pittsburgh, be- 
fore the American Institute of Banking, has 
been reprinted in condensed form by the 
Committee on Public Education of the Penn- 
sylvania Bankers Association. The commit- 
tee is distributing a booklet to each member 
of the association with the suggestion that 
the booklets may be bought in quantity by 
any bank to circulate in its community. 


NAME CHANGED 


THE name of The Bank of Hawaii, Ltd., has 
been changed to Bank of Hawaii. The bank 
is located in Honolulu. 


ON LOAN COMMITTEE 


WaLTeR E. HENLEY, president Birmingham 
Trust & Savings Company, Birmingham, Ala., 
has been appointed a member of the loan 
committee of the recently organized National 
Credit Association No. 1, Sixth Federal Re- 
serve District. 


C. E. NEILL, CANADIAN 
BANKER, DIES 


CHARLES ERNEST NEILL, vice-president and 
managing director of the Royal Bank of Can- 
ada, Montreal, and one of Canada's leading 
bankers, died last month after two months’ 
illness. He was 58 years old. 

Mr. Neill’s entire banking career had been 
with the Royal Bank. Starting as a junior 
in the bank at Fredericton, he gradually 
worked his way up to the position of man- 
aging director. He was manager at Van- 
couver in 1900 when he was appointed su- 
pervisor of British Columbia branches. In 
1903 he was transferred to Montreal as the 
bank’s chief inspector. Four years later he 
became assistant general manager; in 1916 he 
was chosen general manager; in 1927, a vice- 
president; and in 1929, managing director. 


He was president of the Canadian Bankers’ 
Association in 1926-27 and was a director 
in a number of business enterprises. 


CHarLes Ernest NEILL 
Vice-president and managing director 
of the Royal Bank of Canada, who 

died recently. 


ANNUAL TRUST BANQUET 
FEBRUARY 18 


THE twenty-first annual banquet of the Trust 
Division, American Bankers Association, will 
be held Thursday evening, February 18, at 
the Hotel Commodore, New York City, ac- 
cording to announcement by Thomas C. 
Hennings, president of the division. Ralph 
Stone, chairman of the board Detroit Trust 
Company, will be the speaker. The banquet 
is held in connection with the annual mid- 
winter trust conference. 
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Old Defaulted Securities, Dead or Alive 


BOUGHT OR APPRAISED 
FOR ESTATES 


ASK US! 


R. M. SMYTHE, INC. 


Established 1880 
82 Beaver Street New York 


Tel. BEekman 3-7649 


Worthless stock and bond certificates avail- 
able in quantities for dinner parties, holiday 
greetings, etc. Our charges are nominal. 


Publishers of 


“VALUABLE EXTINCT SECURITIES” 
Price $5 per copy 


“QUARTER-CENTURY” CLUB 
HAS NEW MEMBER 


I. S. EpELL, assistant cashier of the Hibernia 
Bank & Trust Company, New Orleans, has 
become a member of the bank’s “Quarter- 
Century” Club, an organization of directors, 
officers and employes who have completed 
twenty-five years of service with the bank. 


BOWERY SAVINGS BANK 
SHOWS INCREASE 


Despite the fact that savings deposits 
throughout New York State have experienced 
a slight decline, the Bowery Savings Bank of 
New York City recorded an increase of 
$108,000,000 in deposits during the year 
ended November 1, 1931. 

A new element in the continued growth 
of the Bowery is the volume of business done 
in the bank's office which opened October 
14 at Fifth avenue and 34th street. During 
its first month of business this office opened 
6530 accounts totaling more than $4,000,000 
in deposits. 

Total figures on the three offices of the 
Bowery are 355,608 depositors and resources 
of $526,000,000—an amount equal to more 
than $75 for each of New York's 6,930,446 
population. 


DETROIT BANKS TO BE 
MERGED 


As a step in the program of simplification: 
of corporate structure and economical opera- 
tion adopted when the Guardian Detroit. 
Union Group, Inc., was founded in 1929, 
directors of the Guardian Detroit Bank and 
the National Bank of Commerce, Detroit, 
have voted to recommend to their stock- 
holders a consolidation of the two under the 
name of the Guardian National Bank of 
Commerce. 

Under the plan, the entire thirty-eight 
branches of the two banks would be retained. 
The official executive personnel would consist 
of Fred T. Murphy, chairman of the board; 
Ernest Kanzler, chairman of the executive 
committee; Robert O. Lord, president; H. H. 
Sanger, vice-chairman of the board; George 
B. Judson, vice-chairman of the board; and 
H. S. Covington, executive vice-president. 

Combined resources of the two banks are 
more than $150,000,000. 


ADVERTISING COUNSEL 


THE Chicago Bank of Commerce, Chicago, 
has appointed Williams & Cunnyngham,,. 
Chicago advertising agency, as its advertis- 
ing counsel. 


LOW BUILDING COSTS SHOWN 
IN NEW BANK 


PRESENT low costs for bank buildings are re- 
vealed by the Sussex Trust Company’s new 
building at Laurel, Del., formal opening of 
which was held November 21. The new 
building, which is on the northwest corner of 
West Market street and Central avenue, is 
a beautiful example of the colonial style with 
modernistic spirit. Thirty-two feet wide by 
seventy feet long, it contains public lobby, 
public telephone booth, women’s retiring 
room, open office, private office, work space 
of approximately 500 square feet with six 
wickets, posting room, book vault, mezzanine 
board room, and storage vault in the base- 
ment, 

The safe deposit vault is prominently lo- 
cated, 8$ feet by 16 feet inside dimensions, 
with twelve-inch-thick door and twenty-seven- 
inch reinforced concrete walls. A night de- 
posit safe is included in the building. 

The exterior is of colonial red brick with 
finely ornamented entrance and metal win- 
dows. 

The interior has bronze and marble bank- 
ing screen and silver gray oak cabinet work. 
Handsome draperies, wall and ceiling decora- 
tions, and new furniture are included. 

The building was designed, erected, deco- 
rated and furnished’ by Tilghman Moyer 
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Company, of Allentown, Pa., at a cost to 
the trust company of less than $46,000, 
which was approximately $4000 less than 
the contract price. 


CHASE CONSIDERS PENSION 
PLAN FOR EMPLOYES 


A COMPREHENSIVE pension and retirement 
system for employes of the Chase National 
Bank of New York is being considered by 
the bank, Winthrop W. Aldrich, president, 
told members of the Chase Bank Club at 
their annual meeting last month. Winners 
of two contests open to Chase bank employes 
were announced, and officers of the club 
elected for the coming year. 


CONTINENTAL-INDUSTRIAL 
MERGER ANNOUNCED 


Directors of the Continental Bank and 
Trust Company and of the Industrial Na- 
tional Bank, New York, have announced the 
acquisition by the former of the latter insti- 
tution, effective as of December 21. The 
acquisition gives the Continental $5,500,000 
additional deposits and offices at 38th street 
and Seventh avenue, and at Fourth street and 
Second avenue. Capital of the Continental 
was not increased to take over the other bank. 


NEW PRESIDENT FOR 
LOUISVILLE BANKS 


RaLpH C. GiFForpD, vice-president and di- 
rector, has been elected president of the 
First National Bank, Kentucky Title Trust 
Company and affiliated institutions of Louis- 
ville to succeed John M. Monohan, who 
died last month. 

Mr. Gifford joined the affliated banks in 
1915, two years after his graduation from 
the University of Pennsylvania. He is on the 
Louisville board of directors of the National 
Credit Corporation, is treasurer of the Louis- 
ville Community Chest and takes a prominent 
part in civic and social activities in that city. 


SECURITIES AFFILIATE 
DISCONTINUED 


FOLLOWING a trend of New York City banks 
away from securities affiliates, officials of the 
Manhattan Company and its affiliates have 
announced the discontinuance of the Inter- 
national Manhattan Company, Incorporated, 
and the taking over by the Bank of Manhat- 
tan Trust Company of such of its activities 
s “are consistent with the most conservative 
trust company practice.” 

Several changes have been made in official 
positions in the group. J. Stewart Baker has 
heen elected vice-chairman of the board of 


ACTS AS 
TRANSFER 
AGENT 
AND 
REGISTRAR 
IN NEW YORK CITY 


United States Corporation Company 


150 Broadway, New York 


the Manhattan Company in addition to re 
taining his position as chairman of the ex- 
ecutive committee of the company. His posi- 
tion as president of the Bank of Manhattan 


J. Stewart BAKER 
Who has been elected vice-chairman 


of the board of the Manhattan Com- 
pany, New York. 


Trust Company is taken by F. Abbot Good- 
hue, and Mr. Baker becomes vice-chairman 
of that company. James P. Warburg takes 
Mr. Goodhue’s former position as president 
of International Acceptance Bank, Inc., and 
Mr. Goodhue becomes vice-chairman of that 
institution. 

B. D. Foster, vice-president of the Bank 
of Manhattan Trust Company, has been 
added to that company’s board of directors. 





EXAMINATIONS - SYSTEMS - TAXES 
FOR 


Banks and Trust Companies 


McARDLE & McARDLE 


ACCOUNTANTS AND AUDITORS 
Forty-Two Broadway, 


NEW VICE-PRESIDENT FOR 
CENTRAL REPUBLIC 


Wi rrp L. Burcess has been appointed vice- 
president of the Central Republic Bank and 
Trust Company, Chicago, in charge of opera- 
tions. He has been with the bank more than 
thirty years. 


© unverwooo a unnderwoon 

R. S. HECHT 
President of the Hibernia Bank & 
Trust Company, New Orleans, who 


recently completed his twenty-fifth 
year of service with that institution. 


CHEMICAL BANK MAY MERGE 
SECURITIES AFFILIATE 


STOCKHOLDERS of the Chemical Bank @ 
Trust Company, New York, will vote at their 
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New York City 


annual meeting on January 20 on the ques- 
tion of merging the Chemical Securities Cor- 
poration into the bank. The securities com- 
pany was organized, according to a statement 
by Percy H. Johnston, president, when the 
Chemical was a national bank for the pur- 
pose of transacting business for the benefit 
of stockholders which it could not do under 
a national charter. Since that time, the 
Chemical has become a state trust company, 
which the directors consider gives it sufficient 
powers for the business now transacted or 
in contemplation. 


HowarD HAINES 


Who has been appointed a member of 
the committee on savings development 
of the American Bankers Association. 
Mr. Haines is cashier of the First State 
Bank, Kansas City, Kans. He is a 
frequent contributor to THE BANKERS. 
MaGazZINE and author of a book on 
The Small Loan Department. 
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AMERICAN EXPRESS BRANCH: 
OPEN 


THE American Express branch of the Chase 
National Bank of New York has opened at 
65 Broadway in the quarters formerly occu- 
pied by the American Express Bank and 
Trust Company, a Chase afhliate which was 
taken over by the Chase bank. 


WESTMINSTER BANK 
COMPLETED 


THE new head office of the Westminster 
Bank, Limited, London, is now complete and 


Entrance bay to the new head office 
building of Westminster Bank, Limited, 
London. 


the business of the foreign branch office, for- 
merly carried on at 82 Cornhill, has been 
transferred to the new building. 


WITH NEW YORK TITLE 
AND MORTGAGE 


GrorGE S. Mark, of the firm of Mark, Allin 
and Tucker, has been elected assistant vice’ 
president of the New York Title and Mort- 
gage Company, New York. He has had 
long experience in real estate law. 


TREND OF STOCK VALUES 
SHOWN IN CHART 


DivERSIFIED Trustee Shares has published a 
chart showing the trend of common stock 
values indicating the price movements in the 
Dow-Jones averages from 1899 up to the 


Foreign Languages 
Easily Learned 
The Berlitz Conversational Method 


makes the study of any foreign lan- 
guage a surprisingly simple, easy and 
pleasant matter. Experienced native 
teachers. Day and Evening Classes 
and Individual Instruction. Reason- 
able tuition. Catalogue upon request. 


Trial Lesson Free 


ERLIT 
LANGUAGES 


SCHOOL OF 
Established 1878 


Branches throughout the World 


Manhattan— 30 West 34th Street 
Tel. Pennsylvania 1188 


Brooklyn — 434 Albee Square (Gold St.) 
Tel. Triangle 1946 


present time. “The trend which is indicated 
by these averages,” says an explanatory state- 
ment, “is set forth and projected forward 
without giving consideration to dividend in- 
come, and without giving any effect whatso- 
ever to the price movement between January 
1, 1927, and January 1, 1931. Not all the 
statistics for this period are yet available, 
and nothing but the passage of some time 
will prove whether this price peak was nor’ 
mal or entirely abnormal.” 


-BANKS ARE HUMAN AFTER ALL 


Every one knows the story of the one-eyed 
banker who, being pressed for a loan, prom- 
ised the applicant to “consider” the matter 
if the latter could guess which of the bank- 
er's eyes was glass. The applicant unhesitat- 
ingly guessed it was the left eye. “How did 
you know it?” asked the banker. “Well,” 
replied the applicant, “I chose the more sym- 
pathetic eye of the two.” Here is the other 
side of the picture: Seven-year-old Joan 
wrote a letter to Santa Claus telling him just 
what she wanted for Christmas, and her 
mother duly promised to mail it to the cor- 
rect address, but slipped it instead under a 
magazine and promptly forgot about it. In 
this hiding place the seven-year-old discovered 





If 10% 


would insure your job... 
would you Buy? 


No matter how sure we may feel ‘about our jobs, few of us 
would hesitate to spend 10% of our income to insure our- 
selves against job-loss. 


None of us can buy such an insurance policy. But if 
we all work together, we can make one. 


Spend 10% more! 


How shall we do it? . . . Simply by spending 10% more than we’ve been spend- 
ing—buying the things we need now, instead of waiting till spring. 


A lot of us are afraid of the future. But the future’s all right. It’s the 
present we should worry about. There'll be plenty of jobs for everybody some- 
time—but there are too few today! 


Because we're afraid, we are saving a larger share of our earnings than we 
ordinarily would. This kind of abnormal saving has taken millions of dollars 
out of circulation so they can’t work. These sleeping dollars have forced our 
friends and neighbors out of their jobs. 


By putting these sleeping dollars to work again—to buy what we need now 
—we create new jobs. And new jobs help create new prosperity. 


There are about 30,000,000 of us who still have jobs, and probably twenty 
million of us are spending less than we can afford with present income. Let’s 
make our jobs secure and create jobs for those who have none—by spending our 
dollars normally now. 


THE NATIONAL PUBLISHERS’ 
ASSOCIATION 


“To use available income to purchase goods normally needed and in 
the replacement of which labor is employed, is a condition prece- 
dent to any hopeful program to constructively increase employment.” 


From the Recommendations of the Committee on Unemployment Plans and 
Suggestions, of the President’s Organization on Unemployment Relief. 





THE 


her letter a few days later and tearfully pro- 
tested. Mother was regretful and again prom- 
ised to mail the letter. Joan was taking no 
chances, however. Ransacking her mother’s 
desk, she came upon a stamped return enve- 
lope of the Chase Bank, where the family 
account is kept, and, evidently believing a 
bank to be more trustworthy than her fam- 
ily, slipped her letter inside the envelope and 
mailed it. The family realized what had 
happened only when a courteous letter on 
the bank's stationery arrived for “Miss Joan 
Blank,” assuring her that everything would 
be fixed up according to request and signed 
“Santa Claus.” The Chase Bank is the larg: 
est financial institution in the world, but it 
is still not too big to take cognizance of a 
little girl's prayerful appeal to Santa Claus 
—The New York Times. 


LLOYD W. SMITH LEAVES 
CHASE HARRIS FORBES 


LLoyp W. SMITH has retired as chairman of 
the governing board of the Chase Harris 
Forbes Corporation, but will continue as a 


© Kaiven-Kevstone 


LLoyp W. SMITH 


member of the executive committee and a 
director of the corporation, as well as a 
director of the Chase National Bank of New 
York. It is understood that the post of 
chairman of the governing board of the cor- 
poration will not be filled for the present. 

Mr. Smith spent his entire business career 
with the Harris Forbes interests and was 
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chairman of the board of directors of Harris 
Forbes & Co. when the company merged with 
the securities distribution department of the 
Chase Securities Corporation last July. Mr. 
Smith is not retiring for his health, but to 
pursue his private interests and _ hobbies, 
which include farming and the collection of 
Americana. 


DR. ATKINS TO GIVE 
A. I. B. COURSE 


Dr. Paut M. ATKINS, vice-president of 
Cornell, Linder & Co., Inc., New York, will 


give a course on “Secondary Reserves and 


© BLANK-STOLLER 


Dr. PAUL M. ATKINS 


Investments,” at the American Institute of 
Banking, New York Chapter, during the com- 
ing term. The course will be given on Mon- 
day evenings from 6:10 to 7:55, starting 
January 25. Dr. Atkins is the author of 
“Bank Secondary Reserve and Investment 
Policies.” 


SIDNEY MAESTRE HEADS 
ST. LOUIS BANK 


SIDNEY MAEsTRE has been elected president 
of the Mississippi Valley Trust Company of 
St. Louis to succeed J. Sheppard Smith, who 
died recently. Mr. Maestre resigned the 
presidency of the Mercantile‘-Commerce Com- 
pany of St. Louis, affiliate of the Mercan- 
tile‘Commerce Bank and Trust Company, to 
take over the new position. 
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ST. LOUIS MERGER 


THE First National Bank in St. Louis has 
bought the Franklin-American Trust Com- 
pany of that city, one of the major banks of 
St. Louis. The First National is the largest 
bank in that city, with capital, surplus and 
undivided profits of more than $20,000,000. 
Capital of the Franklin-American is $2,- 
600,000. 


BOND DEPARTMENT IN 
NEW QUARTERS 


THE bond department of the First Union 
Trust and Savings Bank, of Chicago, has 
occupied new quarters on the ground floor 
at 29 South Clark street, in space immedi- 


ately adjoining the bank’s structure and 
which, with the completed alterations, be- 
comes an integral part of the building. The 
space was acquired October 1 and alterations 
begun a few days later. 


GUARDIAN GROUP ELECTIONS 


C.iiFForD B. LONGLEY has been elected a 
director of the Guardian Detroit Union 
Group, Inc., and Mr. Longley and George R. 
Fink have been appointed to the executive 
committee of the Group. Mr. Longley is 
vice-chairman of the Union Guardian Trust 
Company of Detroit and a director of the 
Guardian Bank of Dearborn. Mr. Fink is 
a director of the Guardian Detroit Union 
Group. 


Coming Bankers’ Conventions 


AMERICAN BANKERS ASSOCIATION, Los 
Angeles, October 3-6, 1932. Executive man- 
ager, Fred N. Shepherd, 22 East 40th street, 
New York City. 


AMERICAN BANKERS ASSOCIATION ExECU- 
TivE Councit, White Sulphur Springs, 
W. Va., April 25-27. Headquarters, Green- 
brier Hotel. Executive manager, Fred N. 
Shepherd, 22 East 40th street, New York 
City. 


AMERICAN INSTITUTE OF BANKING, Los 
Angeles, June 6-10, 1932. Secretary, Rich- 
ard W. Hill, 22 East 40th street, New York 
City. 


EasTERN REGIONAL Savincs CONFER- 
ENCE, New York City, January 28-29. Head- 
quarters, Hotel Roosevelt. Under the aus- 
pices of the Savings Division, American 
Bankers Association. 


ILLINoOIs BANKERS ASSOCIATION, Spring: 
field, May 23-25, 1932. Executive vice- 
president, M. A. Graettinger, 33 North La 
Salle street, Chicago. 


INDIANA BANKERS ASSOCIATION, Indian- 
apolis, May 19-20, 1932. Secretary, Forba 
McDaniel, 1308 Circle Tower, Indianapolis. 


Mip-WINTER Trust CONFERENCE, New 
York City, February 16-18, 1932. Head- 
quarters, Hotel Commodore. 


Mip-West REGIONAL Savincs CONFER- 
ENCE, St. Louis, April 21-22. 


MissourR!I BANKERS ASSOCIATION, May 17- 
18, 1932. Secretary, W. F. Keyser, Sedalia. 


NATIONAL FoREIGN TRADE CONVENTION, 
Honolulu, May 4-6. Secretary, O. K. Davis, 
1 Hanover Square, New York City. 


NATIONAL SaFe Deposit ASSOCIATION, 
Los Angeles, 1932. Secretary-treasurer, 
Ralph D. Slaymaker, Fidelity Safe Deposit 
Company, Kansas City, Mo. 


NATIONAL ASSOCIATION OF MUTUAL Sav- 
INGS Banxs, New York City, May 18-20. 
Headquarters, Waldorf Astoria Hotel. Ex- 
ecutive secretary, John W. Sandstedt, 347 
Madison avenue, New York City. 


ReseRvE City BANKERS ASSOCIATION, 
Denver, 1932. Secretary, J. J. Schroeder, 
162 West Monroe street, Chicago. 


Savincs BANKS ASSOCIATION OF MAINE, 
Lakewood. September 17-8. 


SoutH Dakota BANKERS ASSOCIATION, 
Watertown. June 1-3, 1932. Secretary, 
George A. Starring, Huron. 


SoUTHERN Tri-State BANKERS (Arkan- 
sas, Mississippi, Tennessee), Memphis, May 
24-26. 


Texas BANKERS ASSOCIATION, Austin, 
May 10-12, 1932. Secretary, W. A. Philpott, 
Jr., Dallas. 


VirciniA BANKERS ASSOCIATION, Old 
Point Comfort, June 23-25. Headquarters, 
Hotel Chamberlain - Vanderbilt. Secretary, 
C. W. Beerbower, First National Exchange 
Bank, Roanoke. 





For Safety and Profit in Your Investments 


READ 


The Commercial Paper Market 


by ROY A. FOULKE 


Industrial Specialist of R. G. Dun & Co. 


In this book you will find startling figures comparing commercial paper 
with other forms of investment, as regards both safety and yield. 
You will find an analysis of commercial paper and the open market 
from the banker’s point of view, and from the viewpoints of the seller 
and broker, as well. You will get a comprehensive idea of the entire 
scope of the commercial paper market; will find detailed explanations 
of its organization and operation; will learn the advantages of com- 
mercial paper as an investment for the banker who desires the utmost 
in safety and yield. 


Read what these men say of the book : 


“This book is the best exposition of the subject which I have read and I think 
all bankers who buy commercial paper will find a great deal of interest as 
well as profit in it.".—W. G@. Wilmet, vice-president Hibernia Securities Com- 
pany, Inc., New Orleans. 


“I wish that this might be read by a great many bankers that have overlooked 
to date this form of investment.”—R. H. Mabbatt, vice-president Lane, Roloson 
& Co., Inc., Chicago. 


“Gives the information which the prospective seller or buyer of commercial 
paper would like to have if he is not already thoroughly familiar with the 
way the system operates.”—S. C. Wise, of Burr, Stevens & Company, Inc., 
St. Louis, 


Price $5 265 Pages 


FILL OUT AND RETURN 


BANKERS PUBLISHING COMPANY, 

71 Murray Street, New York, N. Y. 
Gentlemen: You may send me on approval without cost or obligation a copy of 
“The Commercial Paper Market” by Roy A. Foulke. At the end of 10 days I will 
either send you my check for $5 or return the book. 


[ ] Check is enclosed. ‘ { ] Send C. O. D. 





BOOK REVIEWS AND NEW BOOKS 
Recent Announcements of Other Publishers 


Economic BeHavior. By Members of the 
Department of Economics, Washington 
Square College, New York University. 
Boston and New York: Houghton Mifflin 
Co. (2 volumes.) $8.50. 


Tuis is a collaboration of several investigators 
in the economic field, and is especially to be 
commended for its wide and non-technical 
character. There exists a great need for popu- 
lar economic information, presented in a form 
that will attract. instead of repelling the aver- 
age reader, and this need these volumes quite 
adequately supply. All the activities which 
constitute the economic structure are fully 
surveyed, and with great clearness and impar- 
tiality. The volumes are less devoted to 
presenting and upholding theories than to 
the recording of facts. They are informative 
more than argumentative, and are well worth 
reading. 


CuTTING THE Cost oF BANK Loans. By 
Jefferson Ward Keener. Chicago: The 
University of Chicago Press. $1.00. 

THE purpose of this study is fairly set forth 

in these two paragraphs: 

“It may be of some use to those in charge 
of the development of central bank policy for 
the control of credit flow to discover how 
widely bank loan rates vary between sections 
and what sectional rates are elastic and inelas- 
tic in response to changing conditions in the 
money market. 

“With these questions in mind the present 
study concerns itself with a comparison, his- 
torico-geographical, of trends in and relation- 
ships between interest rates on two types of 
over-the-counter short-term bank loans. The 
basic data consist of monthly interest rates on 
prime commercial loans and on loans secured 
by warehouse receipts. The period covered 
begins with January, 1919, and ends with 
April. 1930.” 

Although the study is coacerned chiefly 
with the costs incurred by borrowers, it is 
nevertheless instructive to bankers as well. 


RosBInson Crusor’s Money. By David A. 
Wells. New York: Peter Smith. $2.50. 


In this story of the “remarkable fortunes and 
misfortunes of a remote island community” 
some of the elementary principles in regard 
to money are clearly and strikingly stated. 
The vagaries about money which so worried 
the inhabitants of this remote island still af- 
flict modern civilization. In fact, with all 
the experiences about money it is amazing 
that errors which should so long ago have 
been discarded still persist. What these errors 


were and are may be learned from this vol- 
ume, which is a reprint of the first issue made 
in 1876. Today, when the gold standard is 
under attack, and when various dangerous 
monetary heresies are reappearing, the sound © 
and homely wisdom of this book is especially ~ 
instructive. 

The author of “Robinson Crusoe’s Money,” 
is well known for a work published some 
years ago on “Recent Economic Changes in 
the United States.” 


Ture Way Out oF Depression. By Her- 
mann F. Arendtz. Boston and New York: 
Houghton Mifflin Company. $1.00. 


Tuis is what we are all looking for—the way 
out of depression. The path which Dr. 
Arendtz proposes that we should follow is 
international bimetallism. To accept his pro- 
posal one must concede several of his prem- 
ises. It must be acknowledged, in the first 
place, that our main difficulty lies in the 
failure of purchasing power to keep pace 
with the increase in production. In the sec 
ond place, that this failure was due to the 
relative shortage of the gold supply. Thirdly, 
that it is desirable to bring about a restora- 
tion of the price level. And, finally, that 
this restoration can be effected by a resort 
to international bimetallism. 

The presentation of the major facts about 
the depression is made with great clearness 
and exceptional ability, and for this alone 
the book constitutes a valuable contribution 
to depression literature. Whether the rem- 
edy advocated would be as effectual as the 
author believes may well be doubted. At 
least, it is a matter about which opinions will 
differ. 

To make international bimetallism effective, 
the author suggests that silver in bars be 
made a legal tender, at a ratio to be fixed by 
international agreement, for the export of 
commodities or for foreign debts. And that 
central banks shall accept aad hold such bars 
as part of their legal reserves. 

The author rejects the ratio of 16 to 1 as 
being too far out of line with the commercial 
ratio, and suggests a ratio of 30 to 1, which 
would mean a valuation of silver at about 
67 cents per ounce, which is considered as 
being near the price during what is regarded 
as a normal period from 1923 to 1928. 

One may well consider this modest volume 
of not much over 100 pages as among the 
forerunners of many others more ponderous 
carrying on the battle of the standards which 
now impends. It can hardly be expected that 
all authors dealing with this controversy will 
exhibit the moderation this author displays. 








